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are supplied to meet greatly-varying requirements as to capacity and 
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A Banker’s Diary 


THE Economic Survey’s estimate of the total deficit on Britain’s balance of 
payments for the first half of 1948 seems, at first glance, to have been realized 
with quite astonishing accuracy. The Survey had put the 

Britain’s figure at £136 millions. The actual, though still provisional, 

Narrowing figure published towards the end of last month in a Government 
Deficit White Paper (Cmd. 7520) was £140 millions. But this near 
bull’s-eye was achieved only by the fortunate compensation of 
very wide errors in the detailed estimates. The visible trade balance was, in 
fact, £69 millions more than had been forecast, an error of nearly 80 per cent. 
This heavy additional burden was, however, outweighed by the unexpectedly 
large yield of invisible receipts, to which important contributions were made 
by shipping and financial and commercial activities, including in particular the 
overseas operations of British oil companies. An especially important source 
of relief—temporary and non-recurring relief—was provided by the reduction 
in net Government expenditure overseas, a reduction which was wholly due 
to the unexpectedly large receipts from disposal of war surpluses and from 
inter-governmental settlements. These special credits provided no less than 
{56 millions. Some non-recurring items also figured in the miscellaneous 
receipts. 

More reassuring, perhaps, than the better but rather adventitious outturn 
of the total deficit is the improvement in its geographical distribution. The 
U.K. deficit with the Western Hemisphere, which reached £670 millions in 
1947, was reduced to £195 millions in the first half of 1948. Every item con- 
tributed to this improvement—a steep decline in imports, a heartening though 
as yet insufficient expansion of U.K. exports, and a spectacular reduction in 
the deficit on invisible account. The geographical classification also reveals 
that in the first half of 1948 Britain had a surplus of £40 millions with the 
0.E.E.C. countries—in contrast with a deficit of £30 millions with these 
countries in 1947. This rapid change from debtor to creditor status reflects 
the réle which Britain is beginning to play as a contributor to the European 
Recovery Programme ; indeed, on an annual basis, the half-year’s surplus 
appears actually to have exceeded the proposed rate of British contributions 
and of running down of European sterling balances which was agreed in Paris 
last month. (The details and implications of that agreement are discussed in 
an article on page 7.) 

The capital account estimates show that in the first half of 1948, as already 
announced, Britain’s gold and dollar resources suffered a net drain of £254 
millions. Of this loss, {186 millions arose from the U.K. deficit with the dollar 
area, {19 millions from that of the rest of the sterling area, and £49 millions 
from net gold and dollar payments that had to be made to non-dollar countries 
by the sterling area as a whole. This total drain on gold and dollar resources 
was accompanied, however, by a net reduction of £26 millions in the overseas 
accumulations of sterling balances and by an estimated increase of £88 millions 
in Britain’s external capital assets, thus bringing the estimated net overseas 
disinvestment into conformity with the estimated deficit of £140 millions on 
current account. A major reservation needs to be made, however, about the 
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figure of £88 millions described as a net change in U.K. external capital assets, 
This figure includes the residual item in the account, derived from the arith- 
metical alignment of the current and capital balances, and as such is patticularly 
liable to error. Moreover, it includes as “‘ investment ”’ such capital transactions 
as the withdrawal of capital from Britain by emigrants, i.e. by people who when 
leaving take some or all of their capital with them. Such capital may be lost 
for good, since the income on it will not usually make its way back to this 
country as it does when capital is exported by people who remain here. 

Of the total net drain on resources for the first half of last year, £80 millions 
was financed by the South African gold loan, £87 millions by drafts on the 
U.S. and Canadian credits, £26 millions by buying dollars from the International 
Monetary Fund, {£22 millions by receipts from Marshall Aid, leaving a balance 
of £39 millions to be found from the central reserve of gold and dollars. In 
the second half of this year the sources of aid from which the ultimate drain 
must be met, will be altered considerably. There will not be another South 
African gold loan; there can be no further purchases of dollars from the 
I.M.F.; and, though the balance of the Canadian credit may be unfrozen, 
there is no more to be drawn from the American loan. On the other hand, 
E.R.P. receipts will leap well beyond the small figure received up to June 30. 
Already the total disclosed receipts are well over £50 millions. Yet, as Sir 
Stafford Cripps said in the House of Commons last month, this dollar drain 
“js still a very large figure, much in excess of the aid we are receiving or are 
likely to receive under the European Recovery Programme’. The White 
Paper, of which the main tables will be found on pages 62-63, may appear asa 
relatively cheerful document—but only by contrast with the disastrous 
experience of 1947. It is still a reminder that the hardest and most stubborn 
part of Britain’s problem remains to be solved. 


THE bewildering rate of turnover of French Governments in recent weeks has 
surpassed even the precedents in politically volatile France in the past. At 
the time of writing it is M. Henri Queuille who is in charge and 
Financial who, for lack of colleagues prepared to hold the unenviable 
Turmoil in portfolio of finance, is compelled to hold it himself. He has 
France produced financial proposals which aim at the collection of 
additional taxation of some 82,000 million francs and seek 
economies which might with luck cover the rest of the prospective budget 
deficit of about 200,000 million francs for the current year. Whether these 
proposals will still hold the field when these lines appear in print is perhaps 
questionable. But whether or not they have made way for another set more 
palatable to the uneasy coalition which must underpin any French Government 
representative of the “‘ Third Force ’’, the basic problem, that of the inflationary 
gap, will remain. The latest estimates suggest that, after allowing for the 
receipt of direct and indirect Marshall Aid, the gap is running at about 200,000 
million francs, or just about the figure of the budget deficit. If, therefore, the 
Government finances could be straightened, a major and perhaps decisive 
contribution would have been made to curing the monetary instability which 
now undermines every other attempt at economic reconstruction in France. 
Moreover, the inflationary gap is steadily increasing. On present indica- 
tions, and without additional taxation, the budget deficit alone promises to be 
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A BANKER’S DIARY 


of the order of 450,000 million francs for 1949. Current thinking in certain 
French administrative circles is still inclined to be far more concerned with the 
symptoms than with the causes of this monetary instability. M. Paul Reynaud, 
certainly the ablest of the candidates for the Finance Minister’s job, had 
during his short tenure of that post been toying with the idea of creating a 
new “‘ unit-of-account ”’ franc which would not go into circulation but would be 
used for drawing up contracts, calculating salaries and for all other purposes 
for which a stable unit is especially necessary. This new unit would have been 
based on gold or dollars, and a fluctuating conversion rate would have been 
established between that unit and the francs in actual circulation. All things 
considered, it is fortunate that this experiment, for which the authority and 
sanction of the International Monetary Fund was to be sought, has been 
abandoned. From the rouble and chervonetz onwards, through every experi- 
ment of dual currencies of this kind, monetary experience has taught that 
this pattern has but one logical and almost inevitable outcome, namely, the 
ultimate extinction of the unstable part of the limping standard currency. 
Meanwhile, the uote circulation of the Bank of France goes steadily up, and the 
time cannot be far distant when the limit upon Bank of France advances to 
the State must again be raised. 


SIR STAFFORD Cripps left Britain for Canada and the United States towards 
the end of September. He has a long agenda to fulfil. In Ottawa he has 
discussed the unfreezing of the Canadian loan to Britain of 

The which/about $240 millions remained unspent when the drawings 
Chancellor stopped at the end of last March. Since then the U.K. deficit 
in with Canada has been met largely out of Marshall dollars, the 

America biggest allocations of which to date have been for meeting 

off-shore wheat purchases in Canada. The opinion is strongly 
held in Washington that Canada should now do a little more to supplement 
the United States initiative in granting Marshall Aid and should also extend 
credit to Europe on her own account, instead of standing by merely as a 
recipient of off-shore U.S. dollars. The Chancellor will also have heard at first 
hand Canadian complaints about the half-heartedness with which the British 
export drive to Canada has been pressed forward. 

After his discussions in Ottawa, the Chancellor was to turn South to attend 
the annual meeting of Governors of the International Monetary Fund and the 
International Bank in Washington. The business of the Bank and Fund can 
occupy only a small part of his time and attention, though it will be surprising 
if even these formal occasions pass without pointed British criticism of the 
manner in which these two institutions have functioned during the past year. 
The Bank has, for the time being, faded into a background of insignificance. 
The Fund has lost much of its authority and has been scattering dispensations 
from the strict rule of its articles of agreement. Both institutions have been 
Tunning at a level of costs out of keeping with the real work they have done. 

It is, however, in the extra-curricular work of the Washington meeting that 
the Chancellor will find the main justification of his trip. In particular, he will 
have the opportunity to thrash out with the appropriate American authorities 
the issue of convertibility which has raised its head again in so determined a 
manner during the recent Paris negotiations on the European Payments 
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Agreement. That topic alone will provide sufficient matter for debate to 
keep the Chancellor and his experts fully occupied in the leisure moments 
which the Bank and Fund meetings leave them. 


Tue clearing banks’ return for August was a good deal more suggestive of 
current banking trends than the very small changes, compared with the July 
figures, might seem to imply. The significant feature was the 

Pause absence of any recovery in bank advances after their sharp 

in Bank fall in the previous month. The fractional change in the total 

Advances was the resultant of modest conflicting movements among the 

individual figures: five banks showed larger advances on the 
month (the biggest increase being no more than £3.9 millions) while six showed 
small declines. The more discriminating policy of the banks in judging new 
applications is evidently having more effect than seemed likely a few months 
ago ; for this pause in the advances total can be seen in perspective only when 
set beside the earlier period when the curve was rising at an average gradient 
of some {20 millions a month. The disinflationary policy, as a later article 
shows, is now severely threatened ; but in the sphere of finance it has at least 
served the purpose of driving home the truth that the sellers’ market could not 
last for ever and that as it drew to a close the risk of bad debts for lenders 
would steadily rise. 

For the present, therefore, such impetus as there is towards credit creation 
is coming from the Government sector. That was true even in August, fora 
large part of the Treasury’s apparent above-line surplus of almost £70 millions 
arose from the inclusion of a nominal {£46 millions received from the recent 
settlement of war-time transactions with India. The true above-line surplus 
was therefore scarcely sufficient to finance the below-line outgoings—-before 
allowing for the credit effects of the seasonal drop in the note circulation, 
which this year was particularly marked. These tendencies were not very 
apparent from the banks’ return, summarized below, because of an adventitious 
glut of credit on make-up day. But for this, the Government would probably 
have figured as a small net borrower from the banking system on floating debt, 


August, Change on 
1948 Month Year 
£m. £m. £m. 
Deposits ia. an ov oe 5902.6 6.2 274-5 
Net Deposits* ee <9 5731.6 + 1.3 261.0 
° 
68 


Cash .. éa oe wa wii 498.5 (8.45) + 9.8 19.5 
Money Market Assets a2 ea 1183.7 (20.0) 9.3 +} = 5§ 3 


Call Money “e via ‘ 488.5 ( 8.3 - 12. 33.8 
Bills... sit ale a 695.2 (Ir. — 19. 28.5 


Treasury Deposit Receipts wd 1322.5 (22. 4. - 75.0 


Investments plus Advances. . oo 2800. ; -— 2 162.4 
Investments .. - _ 1474.3 . - 3. 18.1 
Advances oe a ia 1326.6 (22. + o. + 180.5 


* After deducting items in course of collection. § Ratios of assets to published deposits. 


The increase in defence expenditure and Britain’s new obligations under the 
European payments plan make it likely that Government demands on the 
banks will become more marked in the ensuing months. The effects of Britains 
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A BANKER’S DIARY 5 
0.E.E.C. grants and other aid to Europe will depend, however, upon the extent 
to which the unrequited exports actually come from Britain. To the extent 
that they flow from the overseas sterling area, there should be no impact upon 
the domestic banking system at all. 

One other point should perhaps be noted. The accumulation of funds on 
the new E.C.A. special account, now standing at over £50 millions, is not a 
factor in the domestic credit situation—not, at least, in the short run. If and 
when the U.S. authorities give permission for use of the money for debt redemp- 
tion, no credit effects will be seen. But the longer this balance remains out- 
standing, and the larger it becomes, the greater is the possibility that the 
Americans may wish to see some part of it applied to active uses within the 
scope of the agreement. Needless to say, if it were to be used for capital or 
other projects upon which Britain would not otherwise have embarked, there 
would then be an increase in inflationary pressure and the whole device would 
begin to have precisely the opposite effects to those the Americans had primarily 
in mind when the provision for segregation of E.R.P. local currency proceeds 
was first devised. 


THE advance in dollar prices has made further headway during the past 
month. A bumper harvest has been gathered, but its effect on cereal prices 
has been largely neutralized by the U.S. Government’s price 
America’s support programme. At one point only have prices broken 
Prices through the “ floors’”’ established by this programme. This 
Merry-go0- penetration has been made by the prices of cereals—particu- 
round larly maize—on the farms, before the grain can reach the 
warehouses in which it must be gathered before it is eligible for 
the Government’s loan programme. The harvest has been so abundant that 
a great deal of wheat and maize will in fact remain heaped in the open, unpro- 
tected, and therefore ineligible for the support programme for some weeks to 
come. Even so, the programme is expected to cost the U.S. taxpayer $1,500 
millions in the current year. It is, however, in the prices of manufactured 
articles that the inflationary trend is particularly making itself felt. The third 
round of wage increases is now percolating into wholesale and retail prices ; 
during the past month hardly a day has passed without some announcement 
of higher prices for motor cars, household appliances and other consumer goods. 
The latest Bulletin of the Federal Reserve Board deals with one aspect of 
this inflationary trend, namely, the enormous rise of debt in the United States. 
Consumer credit has now reached a record of $46 billions and the Federal 
Reserve Board predicts that it will reach $50 billions before the end of the 
year. The greatest part of this debt, some $32 billions, represents mortgages 
on residential property. The rest is instalment credit, upon which new controls 
came into effect on September 20. These measures prescribe stricter conditions 
for new credit, but are not expected to have any serious effect on the volume 
of credit already outstanding. Undoubtedly, the most potent single factor in 
the inflationary situation in the United States is the re-armament programme. 
This makes it more certain than ever that the budget for the current year will 
yield a substantial deficit and will continue to put exceptional pressure on the 
prices of certain key materials, including steel. 
Meanwhile, the banking authorities have used the additional powers put 
at their disposal in the last special session of Congress. They have increased 
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reserve requirements for member banks of the Federal Reserve system by 2 per 
cent. of demand deposits and 1} per cent. of time deposits. When adjustment 
to these higher requirements is complete, about $1,900 millions of additional 
reserve balances should be required. This is above the figure at which excess 
reserve balances have recently been running, but member banks should have 
no difficulty in filling the deficiency by selling bonds to the Reserve System. 


THE Institute of Bankers deserves high praise for its initiative and enthusiasm 
in organizing and carrying through the International Summer School for 
bankers held at Christ Church, Oxford, in the first half of 

Bankers last month. One hundred bankers from overseas were invited, 

at through their own national associations and banks, to join 

Oxford there for discussion of the leading economic and financial issues 

of the moment, to get to know something of the other fellow’s 
problems by friendly and informal intercourse, and to glean first-hand facts 
about the structure and working of Britain’s financial machine as affected by 
the war. Here was indeed a great opportunity. It attracted visitors from no 
fewer than thirty-one countries—a good and heartening sign in these days of 
spreading international suspicion and fear. These hundred overseas bankers 
mingled for a fortnight with a score or so of delegates from the clearing, Scottish 
and Irish banks, with officials of the three British Institutes, and with the 
visiting lecturers. 

One criticism alone deserves to be made of the handling of this most praise- 
worthy project. No arrangements at all had been made for publicity either 
before or during the course, with the result that the Institute missed a great 
chance which a belated effort could not retrieve. A little imagination ought to 
have shown that this heart-warming gathering was news in itself, and, in such 
troubled times as these, was NEWS writ large—for the encouragement it 
might give to many others to go and do likewise. As it was, a few financial 
journalists were aware of what was being planned—but only in their private 
capacity, as lecturers during the course. On future occasions—and it is greatly 
to be hoped there will be many more—the Institute should realize that it has 
something important to tell the world, should circulate full information to the 
Press, and invite financial editors to see for themselves what is going on. 

On this occasion the few who did see—unofiicially, so to speak—were all 
most agreeably surprised. The Institute’s modesty and diffidence had not 
prepared them for the excellent organization and exhilarating atmosphere 
which spread themselves throughout. The course comprised evening lectures 
mainly devoted to current financial problems and morning lectures covering 
most aspects of Britain’s financial organization. In between were the informal 
“panel ”’ discussions which, with the many purely personal interchanges at 
other times, were among the most fruitful aspects of the whole assembly. 
Indeed, the keynotes of this experiment which sounded most clearly and 
sweetly in the ears of a visitor were the eagerness, friendliness and objectivity 
with which men whose backgrounds differed in almost every respect save one 
—that they all were bankers—-were enthusiastically debating together, quite 
beyond the bounds of Institute organization, the many questions they found 
of common interest. Let us have more of this in banking, and beyond. And 
let us hear more of it, too. 
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Back to Convertibility ? 

HE limelight thrown on the results of the recent labours of the O.E.E.C. 
Tie Paris has tended to focus on the agreed allocations of direct and indirect 

aid among the participating countries. The figures announced in Paris 
last month after the meeting of the Council are undoubtedly of importance 
both in themselves and for the capacity for European co-operation and com- 
promise they symbolize. But more fundamental issues were involved in the 
long Paris negotiations than the allocation of direct aid from the United States 
for the current Marshall year and the determination of what mutual aid there 
should be among the recipient countries. To reach agreement on the actual 
figures—which will be found in the table on page 10—was a real test of forbear- 
ance and generosity of the participants ; but the issue to be borne clearly in mind 
is that while those figures were being hammered out, the principles of the 
whole system of trade and payments within Europe were, by implication, 
being determined and formalized. Thus, there was being created something 
of far more lasting character than the proposed distribution of aid—which 
covers the twelve months to June 30 next. 

The system of mutual aid in Europe finds its genesis and logical foundation 
in the thesis that European needs should, so far as possible, be satisfied from 
European resources before the net deficiencies are claimed as eligible for direct 
Marshall aid. It is unnecessary here to explain again how intra-European 
trade had been gradually stifled by reason of payments difficulties—that theme 
has been expounded often enough in previous issues of THE BANKER. The 
United States became directly aware of the phenomenon when they found 
certain European countries’ lists of requirements from E.C.A. swollen by 
commodities and equipment that were available in other European countries 
but could not be procured for lack of means of payment. The Americans could 
be excused for impatiently recalling the war-time tag, “ the main rdle of finance 
is not to get in the way’. The E.R.P. nations were thus given the important 
task of devising a payments scheme that would remove these obstacles to trade. 

The first ideas on this subject crystallized in the compensation scheme 
entrusted to the Bank for International Settlements. This quickly exhausted 
the very limited possibilities of automatic compensation that existed in 
Europe. It then came to a virtual stop because of the absence of a gold or 
dollar reserve into which ultimate balances left by the clearing could be con- 
verted. Attempts were made to convince the United States that the allocation 
of Marshall dollars to provide such a reserve might be a most effective way 
of expending dollars in the cause of European recovery. These arguments fell 
on deaf ears. The circulation of such free dollars could not be followed through 
and accounted for with the meticulous accuracy that would be required by 
E.C.A. and by its responsibilities to Congress; the project had therefore to 
be abandoned. Another way of injecting dollars into intra-European circula- 
tion would have been to spread off-shore purchases far and wide within Europe. 
The practical objection to this scheme was that the $4,875 millions authorized 
by Congress for Marshall aid in the current year is already too small to meet 
Europe’s deficit with the Western Hemisphere. Any substantial appropriation 
of these dollars for off-shore purchases in Europe would, therefore, have made 
the gap with the dollar area even greater. Such off-shore purchases have been 
authorized, but on a small and diminishing scale. 
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The European nations were therefore thrown back on their own resources 
and, particularly, on the readiness of the potential creditors within the Euro- 
pean group to extend their credits beyond the point at which they had pre- 
viously decided to cry “‘halt’’. At this stage in the discussions two new 
concepts began to appear. The first was that the local currencies deposited by 
recipients of direct Marshall grants might be put into European circulation and 
used to finance the required extension of intra-European payments facilities. 
The second was that these facilities should take the form of outright gifts— 
‘“ contributions ” on the part of the creditors and “ drawing rights ’’ for the 
debtors—and that the contributions should be linked in some way with direct 
grants of Marshall dollars to the creditors. 

The use of Marshall aid local currencies for this purpose may be convenient 
for some of the creditors, but at best it must be regarded as an expedient 
resting upon pure make-believe. Unrequited exports or outright grants 
financing exports are no less unrequited or onerous for being nominally ear- 
marked against local currencies deposited against Marshall aid grants. It is 
refreshing to note that Britain may dispense with this fiction, and thus may 
allow the sterling deposited against dollar grants to be used—as and when the 
U.S. authorities agree—in repayment of domestic debt, leaving the Treasury 
to borrow later, and in the normal way, the new sterling that will be required 
for contributions to Europe. 

The evolution of the payments scheme into a mutual aid system of outright 
contributions and drawing rights has deeper significance. It can be pleaded 
for it that it merely calls on certain European nations to do unto others as is 
being done unto them by the United States. It is also provided that European 
nations will receive conditional dollar grants equal to their net contribution 
to Europe. This procedure, however, does not and cannot involve any addi- 
tional grants since the total of Marshall aid as a whole has been fixed. It 
cannot even substantially affect the tentative allocations, to the individual 
countries, of direct aid made on the basis of the original estimates framed in 
1947. It will, however, provide an incentive to certain creditor countries 
which would have received the bulk of their Marshall aid in loans, but will 
now, by virtue of the new scheme, receive a larger proportion in grants. 

Such influences and possibilities as these, however, represent almost the 
only ways in which the scheme may provide any incentive to the participating 
nations to collaborate. In effect, the plan which has now crystallized fur- 
nishes no really tangible motive force in this direction ; there is otherwise only 
the vague desire to help European recovery, to produce and export essentials 
for the European market. The workings of the basic instincts of economic 
man were glaringly apparent in the long bargaining that preceded the agree- 
ment on contributions and drawing rights under the European payments 
scheme. Every country endeavoured to reduce its projected exports to the 
others in the E.R.P. group to a minimum and, conversely, to expand its imports 
to a maximum. 

Just as the scheme gives the minimum incentive to potential creditors to 
put their essentials at the disposal of the rest of Europe, conversely it imposes 
the minimum of sanctions on the chronic debtor countries. For the time 
being they can wallow in their deficits supported not only by the United States, 
but by the rest of the European community. 

The one positive incentive provided by the scheme is precisely one which 
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may hamper the evolution of European reconstruction on the lines required 
to ensure ultimate solvency of Western Europe vis-a-vis the dollar area. The 
countries which make contributions under the scheme will naturally try to 
reduce them to the smallest proportions by importing inessentials from the 
countries to which drawing rights have been granted. Since the required con- 
tribution will be a gift, there may even be a tendency to minimize it by im- 
porting at excessive prices. In other words, the scheme as it stands will tend 
to encourage the trade in luxury articles—highly desirable in themselves, but 
not in the grim circumstances that face Europe. It will also deprive the deficit 
countries of some of the sense of urgency with which they should tackle the 
problems of price and cost disequilibrium that play so large a part in their 
present financial dependence on others. 

The sterling area appears as a unit in the payments scheme. No other 
solution would have been possible—given the multilateral freedom of current 
payments within the area and the fact that in all bilateral payments and 
monetary agreements between the United Kingdom and the non-sterling 
countries, the sterling area is treated as the unit. The net British contribution 
of $282 millions to the E.R.P. group of countries, and the parallel understanding 
that a further $209 millions of exports to this group will be financed by allowing 
sterling balances to run down, therefore reflect unrequited exports to be 
made by the whole sterling area. This is a fact which should be borne in mind 
when attempting to assess the proposed unrequited exports of $491 millions to 
Europe as a new factor in the U.K. export programme and prospective balance 
of payments. Indeed, the Economic Secretary to the Treasury has said that 
only about £30 millions of the total of over {120 millions will represent the 
surplus of the United Kingdom alone with the E.R.P. countries. But the 
whole of the financial—as opposed to the physical and immediate—burden of 
the contribution of $282 millions will fall on Britain, except to the extent 
that other countries of the sterling area may follow Australia’s recent example 
in making a further gift of £8 millions to Britain out of Australian accumulated 
balances. Expenditure of the $209 millions of released European sterling 
balances will not, of course, involve any new financial commitment by Britain; 
it will merely transfer a liability to Europe to a liability to the sterling area 
countries in which the money is spent. 

The most contentious and as yet still unresolved issue in the discussions 
that preceded the Paris agreement concerns the transferability of the drawing 
rights under the payments scheme. The Americans still think of progress and 
reconstruction in terms of multilateral trade and convertible currencies. They 
have all the weight of basic economic precepts on their side. Just as they 
crystallized the objectives to be served by the 1945 loan to Britain as a demand 
that sterling should revert almost forthwith to free convertibility, so they 
would like to encourage the greatest measure of multilateral trade and pay- 
ments in Europe as one of the features of the Recovery Programme in which 
they are investing so many billions of dollars. In this attitude they find many 
allies among the E.R.P. countries—first the out-and-out debtors, which are 
mainly concerned with using their drawing rights to the greatest possible 
advantage and therefore favour the maximum cf transferability; and, 
secondly, the ultimate European creditor, Belgium, which is concerned with 
a dollar deficit greater than the amount of direct aid Belgium is promised, 
and is therefore seeking to use the principle of transferability to acquire con- 
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vertible currencies— mainly sterling—and thus gain command over additional 
dollars. A recognized principle of the new European payments scheme is that 
it will not tamper with the operation of the existing European bilateral 
agreements under which gold becomes payable above specified limits. 
E.C.A. AID AND O.E.E.C. GRANTS 

(In million dollars) 






















DirREcT AID INTRA-EUROPEAN 
FROM U.S.A. Contri- Drawing Net Arp* 
butions* Rights* 

Austria .. vr 5 217 —- 63.5 280.5 
Belgium—Lux¢ mbourg ‘a 250 207.5 — 42.5 
Denmark . , as <“ 10 — 0.8 116.8 
France... ims - ae 089 - 323.3 1,312.3 
Greece i = at - 146 - 66.8 212.8 
Ireland sm oe Pe a 70 - — 79 
Iceland .. ‘3 as as il — — If 
Italy “a oa = ee 601 20.3 - 580.7 
Netherlands ae =a ‘ 490 a 91.9 567.7 
Norway . , oa - 8&4 — 31.8 115.8 
United Kingdom. , - oe 1,263 282 -- 981 
Sweden .. =n - 7 47 2° _ 22 
Trieste a ad aa aa 18 —- - 18 
Turkey .. sc ne Re 50 19.7 _ 30.3 
Bizone di = 7 ‘a 414 10.2 — 403.8 
French Zone oe a se 100 — 0.8 100.8 








TOTAL ie and 4,875 564.7 564.7 4,875 

* Contributions and drawing rights, though expressed in dollars, will be made and 

exercised in the currency of the contributor. The “ net aid ” is not, therefore, a measure 
of the net dollay relief accruing to the respective countries. 


The reaction against the convertibility disasters of 1947 is still so strong 
in Treasury and Bank of England quarters that the British representatives in 
these discussions have put up utterly obdurate opposition to the proposed 
transferability of drawing rights. In all matters that involve possible, un- 
premeditated losses of gold, nothing is to be left to chance. The British spokes- 
men have argued that their country’s readiness to take a real strain in the 
cause of European recovery should be apparent in the size of her promised net 
contribution ; but, they add, that contribution is extended to certain countries 
and must be used by them and by them alone ; it cannot be allowed to become 
the source of gold losses to third parties. After the experiences of 1947, the 
rigidity of this attitude can be understood, but the British officials concerned 
must beware of allowing the reaction to that experience to turn into a deep- 
seated complex that may ultimately have to receive psychiatric treatment. 
Provided the danger of appreciable gold losses can be averted, there is every- 
thing to be gained from maximizing multilateral trade and payments in the 
European scheme. There can, for example, be no conceivable objection to 
transferability which merely helps to achieve ‘‘ Category One Compensations ” 
under the B.I.S. scheme, namely, compensations which help to achieve an 
all-round reduction in intra~-European holdings of mutual currercies. The 
maximum transferability would also militate against the tendency to stimulate 
the exchange of inessentials which, as noted above, may prove one of the 
defects of the European payments scheme. There can be no question of an 
early return to convertibility. But it is a long way to convertibility from the 
dogged, toes-dug-in-the-ground bilateralism for which the British representa- 
tives have been fighting during the European payments discussions. 
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The Twilight of Disinflation 


HE events of this harsh summer have not dealt kindly with the domestic 
"T economic policy which, a few months ago, a rather bewildered Govern- 

ment seemed at last to be hammering into coherence. The rudely 
fashioned vessel has since been tossed about on the turbulent waters of inter- 
national crisis, domestic politics, T.U.C. pressure, and O.E.E.C. compromise 
—assailed from all four points of the compass in turn. After these buffetings 
it emerges as a rather shapeless object, of doubtful utility for the functions 
it was supposed to perform. 

The production and manpower programmes set forth in the “ Economic 
Survey ” were a not inadequate blueprifft of the changes needed in Britain’s 
economy as this year’s instalment of effort towards restoring equilibrium. But 
blueprints are worthless without an assurance that the plans will be translated 
into action. And, despite the welcome narrowing of the external deficit in the 
first half of this year, very little of the necessary change in the underlying 
industrial structure has yet taken place. Of all the Government’s policies, 
the only one which offered some assurance that the plans would be carried 
through, was Sir Stafford Cripps’s policy of disinflation. This, as we have 
repeatedly pointed out, was the central element which gave coherence to the 
whole. And this is the element which has suffered most in the rough weather 
of this unseasonable summer. Now it seems evident that the prescribed dose 
of disinflation was not enough. Worse still, doubts are growing whether a 
more potent prescription—were that politically feasible—could have effects 
as salutary as are needed. And it is not easy to see what supplementary 
remedies can be applied. 

When we last surveyed Britain’s economic problem in any detail, the 
disinflationary policy was being strongly attacked not because of its failure 
but precisely because there were incipient signs of its working according to 
plan. The recession of demand which had occurred at the fringes of industry 
seemed at the time to be at least partly—and in some instances, largely—due 
to the Crippsian budget policy. In retrospect, that deduction looks rather 
questionable. The localized troubles of some of the trades affected can be 
attributed in part to their own particular difficulties or mistakes and in part 
to the slackening of the previously feverish tempo of post-war demand—a 
slackening which was bound to happen sooner or later in any case, without 
the aid of a specific change from Daltonian to Crippsian finance. Dr. Dalton’s 
policy, reckless though it may have been at many points, never went to the 
length of trying to prevent natural forces (such as the drying-up of the stream 
of post-war gratuities and compensation payments) from reducing the budget 
deficit. Influences such as these, as Britain’s hoteliers have discovered this 
summer, were quite sufficient to have marked effects upon marginal demand, 
without the added influence of a specific drive for disinflation. Yet these 
effects, probably wrongly or at least unduly attributed to deliberate disinflation, 
provoked so disproportionate an outcry as to induce a timid Government to 
give way to the vested interests concerned. 

If the changes in clothes rationing are excepted, the concessions thus 
extracted—mainly in purchase tax—were probably of rather less importance 
than the limited extent of the recession itself. But the Government, having 
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once given way, was obviously put in a frame of mind to give way again on 
more important matters—notably building and housing policy, the changes 
in which were immensely more significant than those in purchase tax’ and 
quite impossible to justify by reference to the master-plan in the “‘ Economic 
Survey’. The building trades, it deserves to be emphasized, were there 
scheduled to provide during the year by far the biggest stream of released 
labour by means of which the undermanned industries were to meet their 
recruitment targets. The year’s release from building was to be 164,000. Yet 
the changes in building licensing, and the decision to arrest the planned 
decline in the number of houses under construction, were made when the 
building trades showed, for the year to date, no release at all and instead 
had taken on a net additional 11,000 workers. 

The first buffetings of the disinflationary policy thus came from domestic 
politics and pressure groups, and the damage that was done arose almost 
wholly from the Government’s faint-heartedness. For the other buffetings 
the Government is less blameworthy. A number of external forces have been 
steadily pruning down the disinflationary value of the budget surplus—the 
unexpected burden of the Berlin air-lift, new measures for national defence, 
expenditure in Malaya, and the effects of high American prices upon the bill 
for cost-of-living subsidies (which is already £70 millions larger than was 
envisaged at the time of the budget). Such influences as these, plus the 
unexpectedly heavy cost of running the new health service, are diluting the 
intended effects of disinflation—though not necessarily causing a corresponding 
reduction in the budget surplus as such, because part of the revenue coming 
in is being generated by the still continuing inflation, milder though that is 
than in the Daltonian regime. 

A further, and potentially even more important, domestic source of strain 
has come from the partial failure of the ‘‘ personal incomes ”’ stabilization 
policy. While dividend limitation, as both the Chancellor and the T.U.C. 
now frankly concede, has been as complete as any reasonable person could 
have expected, the area of wage stabilization has become more and more 
narrowly circumscribed. Wage increases granted during the first seven 
months of the year are estimated officially to have added {1.1 millions to the 
weekly wage bill and to have affected 4.4 million workers. These figures, it 
will be noted, take no account of the recent award by the court of enquiry 
into the engineers’ claim, of which more must be said in a moment. 

These various encroachments upon the scope of disinflationary effort seem 
more than sufficient to explain the absence recently of any outward signs of 
further contraction. The localized recession of a few months ago does not 
appear to have communicated itself to other trades. The clamant outcries 
have virtually ceased ; and, after their early success in bringing the Govern- 
ment post-haste to give aid, we may be sure that any new victims would yell 
loudly at the first twinge of pain. The only recent instance of these tactics 
comes from the tobacco distributing trades, whose comparable misfortunes 
obviously cannot be laid at the door of disinflation—though, incongruously, 
they are used in some circles, which ought to know better, as pleas for precisely 
the same “ remedy’, by way of reduced taxation. Meanwhile, though the 
sellers’ market has obviously disappeared in many or even most consumer 
goods industries and though the boom excitement has died down almost 
everywhere, “‘ rationing by the purse ’”’ is far from being generally effective. 
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Britain has entered a no-man’s land in which inflationary and deflationary 
units are scurrying, intermingling and clashing in considerable confusion. The 
activity of these affrays, so far as they can be discerned, affords at this stage 
little clue to the relative weight of the main bodies of opposing forces. Move- 
ments behind the lines, however, leave little doubt that in the past few months 
the balance has shifted significantly against the deflationary army—though not 
to the extent of threatening any sudden or sweeping retreat. 

For what it is worth, a statistical evaluation of the opposing forces bears 
out these empirical estimates. In the official national balance sheet presented 
to justify and explain the budget (and fully analysed in THE BANKER earlier 
this year), the inflationary forces have been strengthened and the deflationary 
forces weakened. Taking the prospective figures for this calendar year, on the 
deflationary side the budget surplus of £400 millions has been whittled down. 
Depreciation provisions have probably easily kept pace with estimate, and 
that is likely to be true, too, of other corporate savings, owing to dividend 
limitation. Personal savings, in this purely monetary notation, are unlikely 
to have fallen below the modest level which the Chancellor’s estimate of 
private savings subsumed. That does not mean, however, that their disinfla- 
tionary effect has been as great as he expected. The continuing rise in wages, 
the maintenance of activity over wide sectors of relatively inessential industry 
and services, the decline instead of the considerable expected increase in 
unemployment—these and other trends all suggest that the real resources 
absorbed in supplying consumption have been a good deal larger than was 
expected. If that is so, the real level of personal (and even of corporate) saving 
may have fallen, though the money value of savings, generated partly by the 
continuing inflation, may have been sustained or even increased. On the 
inflationary or demand side of the balance sheet, investment—using that term 
in its widest sense—is likely to be running appreciably beyond the relatively 
low estimate of £1,800 millions officially assumed—principally because of the 
telaxations in building and housing, but also because of a probable increase in 
business stocks (including the accumulations of goods affected by the slackening 
of demand). 

Each of these presumed changes, except possibly that in corporate saving, 
is either counter-deflationary or pro-inflationary in direction. The only opposite 
movement, by comparison with the original estimates, has occurred in the 
overseas deficit. According to the recent White Paper, which puts the deficit 
for the first half-year at {140 millions, or very close to the estimate, the disinfla- 
tionary relief from this source has been very small. Allowance for non-recurring 
receipts in the first half-year and for additional defence outlays in the second 
half-year makes it probable that the result for the year as a whole will fall a 
good deal further from the target (£250 millions). But such a shortfall, which 
would provide a temporary relief from inflationary pressure, is most unlikely 
to be so large as the additional sources of strain. 

The force of disinflation, virtually the only direct driving force which the 
Government can exert to carry its programmes for the national economy 
along, has certainly been much diminished already. Yet the burden of those 
programmes is greater than seemed likely a few months ago, and will grow still 
heavier. The implications of the extension of the period of military service, of 
the expansion in aircraft and munitions production, and of the unrequited 
exports to which Britain has been committed through the O.E.E.C. are all too 
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apparent—though the burdens themselves are as imponderable as they are 
inescapable. In principle, there is obvious need for a bigger disinflationary 
driving force. Government spokesmen have lately listed the signs of progress 
towards the vital targets. But, with few exceptions, it is very slow progress, 
as the sluggish recruitment to the key industries conclusively proves. Merely 
to be moving in the right direction is not enough. The targets were minimum 
objectives even when they were fixed. They need to be not only attained but 
well surpassed if Britain, given the extra load she has now to carry, is to be 
able to support herself—more or less—when the Marshall props are withdrawn. 

While these considerations demand a larger dose of disinflation, the danger 
is that Britain in fact will either get a smaller one or will find any attempted 
increase neutralized—by the attitude of organized labour. The T.U.C.’s 
ostensible support for the disinflationary policy has been widely acclaimed. 
Sir Stafford Cripps’s forthright appeal, and his courage in putting the vexed 
question of profits into perspective, induced a welcome restraint in the pro- 
ceedings at Margate. But it did no more than that. He frustrated the expected 
frontal attack, but is still just as vulnerable—and perhaps more so—to attacks 
from the rear. This supposed “ support ’’, when reduced to stark essentials, 
means merely that trade unionists are prepared to tolerate disinflation pro- 
vided it is accompanied by an increase in real wages—which is an utter incom- 
patibility except on the hypothesis of greatly increased productivity. The 
obstinately over-expanded condition of the industries which were scheduled to 
contract is proof that, without such an increase in productivity in general, real 
wages are bound to fall further, whatever wage-policies are followed. Despite 
Sir Stafford’s efforts, the implications of these simple home truths are still not 
understood. The extent of the misconception—which can be found in Conser- 
vative party circles as well as in those of the Left—was showt by the credence 
momentarily given to a rumour last month that an interim budget would be 
introduced this autumn for the purpose of reducing taxation. 

Against such a background, made more sombre by the ominous attitude 
of the engineering shop stewards to the wage award, the chances of any intensi- 
fication of the disinflationary driving force seem slight. And any attempt, if 
the Government had the courage to make it, would be all too likely to be 
engulfed in a fresh wave of wage demands. But where, if this driving force 
cannot suffice, can an alternative force be found to compel the imperative 
transfers of labour from the less essential to the essential trades and to extract 
or induce the bigger productivity upon which the mere maintenance of Britain’s 
standard of living depends ? In such a dilemma, a too facile logic might suggest 
that the impersonal force of financial pressure must give way again before 
regimented enforcement—a backward move which might happen willy-nilly 
if international dangers compelled any major outlays for national defence. 
Then, perhaps, sheer patriotism might again supply the vital driving force. 
But unless and until the shadow of war economics spreads its twilight, a system 
of increased—or even sustained—controls and enforcement would be bound to 
stifle the only sources of drive and incentive on which a peace-time economy 
depends. The inexorable conclusion seems to be that incentive cannot be 
restored without a cut in Government expenditure sufficiently large to permit 
a large reduction in taxation while still maintaining a disinflationary equili- 
brium. But is such a pruning any more practicable, politically, than the wage 
policy which has been rejected ? 
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Unstable France 
By Pierre Uri 


Paris, September 21 


T is little wonder that the political developments in France look like a puzzle 
J nen seen from abroad. Even on this side of the Channel, it takes an effort 

to piece together the elements of the situation and disentangle the surface 
moves of the parties concerned from the motives at the root of them. 

The apparent course of the events is broadly this: after having caused the 
fall of the Schuman Government on a relatively minor difference the Socialists 
agreed to form part of a new Government somewhat enlarged to the Right, in 
which the Finance Minister was to be M. Paul Reynaud, whom they had 
previously discarded in November. Then they found that they could not 
agree to his proposals so that the Marie coalition was suddenly torn to pieces. 
They decided to stay out of a new Schuman combination, then were persuaded 
to join it and assume the main responsibilities in the economic field. This two- 
party coalition was also short lived. They finally entered the Queuille Govern- 
ment in which financial and economic affairs are being handled by men of 
the Right, but which drops the hopes of public borrowing which had been 
M. Mayer’s, and also M. Reynaud’s, avowed policy, and will rely on increased 
taxation to restore a balance in the French budget and economy. 

The logic of this uneasy course of action by the Socialists stems from their 
breaking off with the Communists, together with their opposition to de Gaulle. 
However inevitable the former was made by foreign policy issues and the clash 
between West and East, it is a fact that by kicking the Communists out of the 
Government, the Socialists last year undermined their own position ; they 
were no longer the pivot of a majority, and a new coalition had to be sought 
for of which they were only the Left wing with the Communists in steady and 
implacable opposition. They could no longer hope for the leadership and this 
explained M. Leon Blum’s failure to obtain the necessary parliamentary support 
of his party for the Schuman and Ramadier Governments. Out of devotion 
to the Republican regime the Socialists were ready to join in a coalition which 
would keep de Gaulle out of power, even if it meant co-operating with the 
staunchest Liberals and most unflinching Conservatives. Out of concern 
for the bias of their electoral clientele they must, however, put on a show on 
traditional issues like the limitation of military expenditure and the defence 
of public education against all forms of support to Catholic schools; this 
explains their final opposition to the first Schuman Government and their 
reluctance to enter the second one. Although they were unable to regain the 
initiative in the economic field, they remained powerful enough to block 
policies which would be too obviously contrary to their faith and the interests 
of the working class; this accounts both for their entrance in the Marie 
Government and their withdrawal from it. More generally it can be stated 
that the very fact of their division prevented the Left parties from following 
the only financial policy which was consistent with their own line, that is, 
taxation and controls, for neither of them could enjoy the full support of the 
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working classes, and both had to look after some complementary support 
trom the agriculturalists and small tradesmen who both gain by economic 
freedom on a seller’s market, and have steadily been outrageously privileged 
taxpayers. 

This political background is further complicated by the fact that local 
elections are due to be held before the end of the year. These should emphasize 
the artificial composition of the present Assembly, where the second largest 
party, the de Gaullist R.P.F., having been founded since the general election, 
is not represented.* 

THE First HALF-yEAR’s LEGACY 

The material basis of the economic activity is decidedly favourable. The 
first half-year has provided a rise of industrial production even larger than 
had been expected ; although consumers’ goods production remains slightly 
below pre-war, the disparity with the equipment goods which are well above 
the 1938 level is being steadily reduced. Weather conditions have been excel- 
lent, save for a late frost which has hit some types of fruit. Contrary to last 
year, all crops, and wheat in particular, are abundant ; there is an unprece- 
dented supply of hay. Taking a general view of production, the national income 
is now, in real terms, back to its 1938 figure. Productivity remains lower than 
in 1938, and this result is only achieved through more people at work and 
longer working hours. But the fact is there, and it is of signal importance. 

The Mayer’s policy in its intentions had been to try to restore confidence 
and return to as much economic freedom as appeared practicable. This was 
shown in the freeing of a good many prices by the end of last year, the partly 
flexible exchange system, the setting up of an open gold market. At the same 
time energetic fiscal measures were being applied by way of a speed-up of 
direct taxes collection which was synchronized with the collection of the last 
instalment of the 1945 capital levy and, most important of all, the forced loan 
or refundable and interest bearing exceptional levy. Along the same line and 
somewhat iu contradiction to the confidence drive, a sudden withdrawal of 
the 5,000 francs bank notes was decided upon and the repayment was stretched 
over a long period. In the short run this imposed additional forced saving on 
the public and produced an increase of bank deposits, postal accourts or savings 
banks, all of which benefited the Treasury. In the long run it may prove 
detrimental to stability by reducing the propensity of the public to keep liquid 
cash holdings. A third element of the policy was an effort to bring about a 
better balance between prices by pushing up those of basic industries where 
corporate savings were likely to emerge. Actually, after a burst in the grant 
of new credits in the first two or three months of the year, the recourse to 
credit slowed down. 

Such a policy met with some success, though not of the kind the Minister 
himself had hoped for. After a burst of inflation, followirg the increase of 
wages, it caused a satisfactory stability of prices from February ov. But it 
did not succeed in bringing about a decisive reversal of the trend. No repattia- 
tion of capital or dishoarding of gold and foreign exchange on any sizable 
scale took place and it was clear that the results achieved had to be watched 





* By a subsequent decision of the Assembly the Municipal Elections have been postponed to 
the spring of 1949.—Eb. 
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carefully and maintained by day-to-day action. Although public expenditure 
was not fully covered by ordinary and exceptional revenue supplemented 
by the use of foreign credits or reserves, short-term boriowing more than 
fillea the gap without any recourse to advances from the Bank of France. 

The shortcomings were that the external balance deficit was not reduced 
and also that, even though prices had not risen, they had not been brought 
down ; as the last increase in wages had been entirely caught up by the rise 
in prices, new claims for wage adjustments were bound to arise. Moreover, a 
deficit in the public budget was again threatening the second half-year, whereas 
some delayed effects of the devaluation on prices had either to be put up with 
or be damped down by increased subsidies. New agricultural prices had to be 
fixed which, on the basis of pre-determined rules of calculation, were to be 
higher than for the previous crop, however larger the new one was. 

The respite which the improved financial situation had given was not 
effectively used for any lasting reforms, save the setting up of a unified tax 
administration instead of three separate ones, and from March on no new 
programme had been prepared, apart from the vague notion that favourable 
circumstances might allow the flotation of a loan around the last quarter of 
the year. Probably M. Mayer did not trust the duration of the Cabinet, of 
which he was a member, and disliked the idea of having to resort to more 
unpopular tax measures. More than the “lay versus church schools ’’ con- 
troversy between the two main parties of the majority, or differences about 
the size of military appropriations, what brought about the abrupt end of the 
Schuman Cabinet was its own lack of desire to live on and face anew the 
impending difficulties. 


THE REYNAUD INTERLUDE 

The Mayer experiment had been characterized by a hesitation between 
relying on confidence based on economic freedom, and keeping an economic 
balance by general controls through money, credit and tax policies. The appeal 
to confidence had failed. M. Reynaud was due to try a stronger dose of it. 

With M. André Marie as Prime Minister, the ‘‘ Radicals ”’ who, after having 
been the dominant Government party before the war, had undergone a very 
severe set-back, were regaining their lost positions, adding a new presidency to 
that of the Assembly held by M. Herriot. Not that their representation in 
Parliament is very large, but it occupies a strategic situation. The general 
outlook of the Party is inclined to liberalism. Their political alliances have 
been with one of the Resistance movements which turned to the Centre and 
some members of which are in close contact with the de Gaullist rally. So 
their own position is rather ill-defined and they are able to bargain their own 
capacity to co-operate with practically any group and join the most varied 
coalitions. 

M. Marie’s idea was to form one which would be so large that the Govern- 
ment would automatically be a stable one. As a matter of fact it excluded 
only the Communists and outright de Gaullists, but went from the Socialists 
as far as the Extreme Right. So, as long as these groups remained united 
there was no possibility that it could be overthrown ; but it could very well 
break from within. This is what actually happened and the process took no 
more than a bare five weeks. It would even have taken less time if most of 
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its attention had not been devoted first to obtaining broad powers from Parlia- 
ment by defining the fields of economic and financial policy in which the 
Cabinet might act by way of executive orders. When the time was ripe to see 
to what use such powers should be put, M. Reynaud did not offer much and 
his Socialist colleagues shrunk from the little he had to offer. 

Why he should have been chosen is worth commenting upon. The 
international difficulties seemed for a while to have come to a lull. So the 
main problem was an economic and financial one. M. Marie was not an economic 
specialist and was inclined to take with him a man who had a reputation in 
that field. Personal motives played their part: M. Blum and M. Reynaud 
had long been linked to each other by mutual esteem and they liked the idea 
of working together. No party felt inclined, when elections of whatever kind 
were due to be held, to take stern and unpopular measures. And there remains 
so much cloudiness on financial matters in this country that they were ready, 
without seeking an agreement beforehand on a definite programme, to hope 
that some trick might avoid this necessity and to trust someone who, after all, 
had already succeeded ten years ago in bringing about a not inconsiderable 
tepatriation of capital and whose coming to power might be accompanied by 
some miracle. 

For some days a miracle of the old type seemed actually to occur: the 
“rentes’’’ climbed and at least for one day the gold Louis dropped. How 
spontaneous the miracle was may be in doubt as afterwards the “ rentes” 
and the gold Louis, instead of moving in opposite directions, went up together. 
For people of other views, who think that the movement of prices is a more 
important barometer of finance than the Bourse and that the wage problem 
is also relevant in that connexion, the miracle was less obvious. The market 
and the prices of meat had been entirely freed under the pressure of the trade ; 
priority purchases at normal prices by Government services intended to 
discourage higher bids by the risk of an outright loss were abandoned and the 
price of meat rocketed up ; the very abundance of hay made the retention of 
cattle at the farms easier and the meat trade is a very strongly organized one 
where people know how to prevent any price fall on the markets. Renewed 
uneasiness began to be felt among those sections of the trade unions which had 
declared themselves in favour of falling prices rather than increased money 
wages, all the more so since subsidies were to be discarded and new prices for 
bread and milk were bound to be fixed considerably higher. Actually, the 
‘“‘ Cartel’ formed by the Christian trade unions, Force Ouvriere (set up after 
the split by the dissident wing of the C.G.T.) and the Confederation des Cadres 
decided to break with the Government and in view of the failure of the “ baisse ” 
attempts to demand immediate compensation for the working classes. The 
C.G.T. maintained its demand for a 20 per cent. increase in wages and ironically 
stressed the justification of its own position provided by the change of mind 
of the other labour organizations. 


GRANT OF EXECUTIVE POWERS 


Meanwhile the law on executive powers was being passed, the Conseil de la 
Republique helping the Government to re-establish the provisions which had 
been watered down by the Assembly. It entrusted to the Government the 
task to seek economies by all forms of re-organization of the public services, 
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the right to suppress unproductive taxes and change the financing of the 
social security system, the faculty to resort to borrowing by whatever type of 
loan seemed best suited to the situation, and the duty to prepare a general 
re-casting of the tax system which should be presented to Parliament before 
December 10 to become effective, even if it could not be voted in time, on 
January I, 1949. These provisions remain valid and can be made use of by 
the succeeding Government. 

Weeks passed without any disclosure of M. Reynaud’s scheme. Things 
had to be hurried and what was proposed contained steep rises in prices charged 
by Government enterprises and an improbable 20 per cent. cut in military expen- 
diture, no direct taxation except a small item, fully unjustified if isolated, on 
companies making more than 500.000 a year, the suppression of subsidies and 
a refusal to grant any adjustment of wages except some compensation for the 
new rises of prices which were part of the plan and affected family budgets. 
A new mode of collection of the main indirect tax was to be applied, so calcu- 
lated as to bring additional revenue to the Treasury in the transitional period, 
but it raises some delicate points and the final touches have not yet been 
applied to its technique. 

Immediately after the resignation of the Cabinet, M. Reynaud, in a state- 
ment to the Press, asserted that these measures would only have been a 
beginning, that the aim was a monetary reform which would have done away 
with the people’s distrust with the currency and which would have been 
initiated by a transitional ‘‘ money of account ’’ endowed with stable value. 
Some precedents may be found in the German inflation and more recently in 
the tax pengo which was used during the great inflation in Hungary, but they 
are not very encouraging. The idea was to develop saving in other forms than 
direct investment, gold or foreign exchange, by the guarantee of a sliding 
scale to capital claims and investment income. But the question remains 
whether this promise would have met with sufficient confidence, whether the 
development of savings really depends only on psychological factors and is 
not more directly a function of the level of income, its distribution, the habits 
of the groups which have been enriched by the inflation, and finally whether 
it would have been large enough to offset the fact that the one retarding factor 
left against inflation, the spoliation of holders of fixed interest securities, 
would thus have been neutralized. The great idea concerning public finance 
was to rely for bridging the gap on a long-term loan of vast proportions with 
some guarantee of stable value. The implications of that policy must be fully 
grasped. In a situation where inflation itself has reduced the relative magnitude 
of liquid. funds no such operation can succeed unless some people are allowed 
first to make a lot of money out of which they will be able to subscribe to the 
issue. This means allowing prices to rise while keeping wages and salaries 
down. Hence the absence of direct taxation steps in the plan, the opposition 
to any coercion to keep food prices down and especially that of meat, the 
wavering between a policy of credit restriction which is the obvious thing to 
do against inflation and a temptation to relax credits under the pretence that 
production might thus be increased more freely. But the other implication of 
a public borrowing policy in present circumstances is even a graver one. I[f it 
were only a way of employing liquid funds it would have no economic effect 
whatsoever. It must bring about some restriction of consumption, but the 
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root of the problem is that such a reduction would be borne by the workers 
while other classes would get the reward for it. 

Oddly enough the Socialists did not choose to explode the plan on account 
of its ineffectiveness or its inequity, but to break off on the point of wage 
increases which M. Reynaud would not assent to. For a party which is in fear 
of communist competition this may have been good politics—it certainly was 
bad economics. 

THE SCHUMAN EPISODE 

The Socialists appearing responsible for two consecutive ciises the normal 
course was that they should be called upon to form the new Cabinet. 
M. Ramadier found out that the Rightist parties now felt stiong enough not 
to accept even such a mildly Socizlist Premier. The nomination of M. Schuman 
by President Auriol could be regarded as a symbol : it meant that over a full 
month had been wasted or even worse, since the situation, with the price of 
meat soaring up and workers’ claims becoming more general and vociferous, 
had definitely deteriorated. It was a natural reaction of the Socialists to refuse 
at first to join this Cabinet, not only out of spite, but because the old feud on 
public versus private education which had undermined his precedent presi- 
dency was not settled. There was nothing original about M. Schuman’s pro- 
posals : the promise of economies, practically no adjustment of wages, nothing 
much in the way of creating new receipts for the Treasury. M. Schuman, after 
laborious negotiations, was about to abandon when the President persuaded 
him and his own Socialist fnends to try again, and the coup de theatre was that 
a Socialist, M. Pineau, would take charge of the economic and financial affairs, 
This fact condemned the Cabinet to be only z two-party one, but the Socialists 
and M.R.P.s could not command a majority by their own forces and the first 
vote was fatal to the Cabinet. In its eight days’ gestation and three days’ life 
it had at least paved the way for the abandonment of the loan mythology and 
the return to the necessary fiscal measures. 


THE QUEUILLE HOTCHPOTCH 

With M. Queuille as Premier after M. Herriot’s refusal, the wise men of 
the third Republic were once more called upon to rescue the fourth. He eased 
the formation of his Government by announcing that he would take charge of 
the Ministry of Finance and Economic Affairs. In fact he shares the respon- 
sibility there with three Secretaries of State : one from the M.R.P., the second 
one who had the same position with M. Reynaud and belongs to the Peasant 
group ; the third one who is a member of the same group as M. Reynaud and 
is closely linked with the Confederation of small and medium business firms. 
It may seem odd, but it might be the climax of shrewd politics, to entrust to 
them the task of proposing a fiscal reform, that is, making the peasants and 
shopkeepers bear their proper share. 

M. Queuille’s best chance lies in the fact that there have been too many 
crises in too short a time and the Assembly will only reluctantly take the risk 
of another. This is what enabled him to take a firm stand on the issue of 
increased taxation and to propose measures which, had it not been for the 
elections, should have been announced before the end of the first half-year. 
The principle is: more taxation and as much direct taxation as possible, to 
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avoid any price-rising impact when the price-wage relationship is such a hot 
issue. The way out was a fairly logical and satisfactory one: a distinction 
should be drawn between people who pay direct taxes from their current 
income, i.e. wage and salary earners, landlords and rentiers, and people who 
pay on previous year’s income, that is, peasants, professional and business men. 
The latter, due to the depreciation of the currency, benefit from a de facto 
reduction which is wholly unjustified. An adjustment upwards of the rates 
would simply make the nominal rates effective. The general income tax which 
is also assessed with one year’s lag would also be raised however high its 
nominal rates. 

A special tax is imposed on motor cars belonging to business firms so as to 
discourage the very common practice of charging to overhead costs the use of 
a car for private purposes. Simultaneously, postage stamps, tobacco and 
petrol prices are being raised. New reductions on the expenditure of civil 
administrations are again decided. A moderate adjustment of wages, it is 
already announced, will be granted.* So the programme appears definitely to 
be a compromise, taking a bit of every medicine and trying at least to avoid 
the worst. 

The reaction to increased taxes on business is a rather surprising one ; it 
seems that people have let themselves be persuaded that these might easily 
be passed on in the way of increased prices. Although this may be the most 
effective way of maintaining stable prices and the most effective help to 
working classes, direct measures of price policy are constantly being pressed 
for. As regards the wage-price relationship, the real wage rate is certainly 
below pre-war, but the aggregate purchasing power of the working class, due 
to longer working hours, remains a fairly constant share of the national income. 
Profits have increased, but mostly at the expense of fixed income securities 
and rents from property. The effect of inflation on the distribution of income 
has been less a change of the relative shares of wages and profits than a redis- 
tribution of wages on one side, of profits on the other, between different indus- 
tries, with the bulk of profits which before the war belonged to heavy industries, 
the banks, insurance companies and the like, being shifted to small industrialists 
and shopkeepers who are more liable to consume a large part of them and 
consume it rather ostentatiously. This makes the situation more difficult, 
both economically and psychologically. At bottom the situation is not bad: 
a good crop and the Marshall aid, the unfreezing of the counterpart of which 
might be justified by the financial measures taken, if coupled with additional 
doses of credit restriction, might well take care of it. There is no question that 
the prospects of an election campaign have been and still are spoiling it as both 
the Communists and the Gaullists have an interest in dramatizing the issue. 
There might still be an alternative to either disorderly inflation or a military 
regime to cope with what is but a commonplace financial problem if only the 
people were told in plain words what it is all about. The second report of the 
Commission of the National Balance Sheet ends with a quotation from 
Richelieu’s Testament Politique: ‘“‘ The French are capable of anything pro- 
sa those who command them are able to teach them well what it is they 

ave to do” 





* Information received after M. Uri wrote his article shows that there is to be a 15 per cent, 
overall increase in wages.—Eb. 
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New Zealand’s Exchange Revaluation 
By a Banking Correspondent 


MELBOURNE, September 7 


New Zealand pound to parity with sterling, which was announced in the 
House of Representatives at the close of the Budget speech on August 109, 
contrasts sharply with the events leading to the depreciation of the currency 
in January, 1933, when the exchange premium on London was raised from 
10 per cent. to 25 per cent. The decision to appreciate the New Zealand 
pound by 20 per cent. was made by the Cabinet only three-quarters of an hour 
before the Minister for Finance, Mr. Walter Nash, stood up to deliver his 
Budget speech. So closely was the secret guarded, that Mr. Nash read his 
statement on the exchange move to Parliament from his own hand-written copy, 
The contrast with 1933 is instructive, and deserves a little thought in 
passing. Then the decision of the Government to raise the rate on London 
to 25 per cent. came at the end of a bitter controversy, with the Minister for 
Finance himself and the banks generally opposed to depreciation. Before 
1929, it will be recalled, the New Zealand pound was virtually at a parity with 
sterling. But the subsequent precipitous fall in world prices produced a 
tremendous fall in New Zealand’s export income and a severe drain on her 
London reserves; the currency began gradually to depreciate, reaching, in 
January, 1931, approximately {NZ 110 (=fstg. 100). It remained fairly 
stable at that level until January, 1933, when the Government, amid angry 
protests from importing and business interests, abruptly fixed the rate at 
£NZ 125—the level which obtained until the recent move. The then Minister 
for Finance (Mr. W. Downie Stewart) resigned his portfolio in protest, but the 
Government was adamart. It gave, however, an indemnity to the trading banks 
against certain categories of losses which might result from the depreciation. 

Despite the arguments advanced by the opponents of the high exchange 
policy at the time, it now seems clear that the depreciation of the New Zealand 
pound in 1933 played an important part in promoting economic recovery of 
the Dominion after the depression. Professor A. H. Tocker, of Canterbury 
College, New Zealand, has pointed out that just as the contraction in export 
receipts fron: 1929 to 1932 was the chief cause of the depression, so the expan- 
sion in export receipts from 1933 to 1936 was the main factor stimulating 
recovery. He calculated that insofar as recovery in New Zealand was the 
result of increased export receipts in local currency, about half of that recovery 
might be attributed to higher exchange, about one-third to higher market 
prices overseas, and nearly one-sixth to increased production for export— 
and that increase might in turn be a result of the other two factors. 

In 1948, ostensibly the chief purpose of the opposite decision is to reduce 
costs and prices and with them the cost of living. It is quite true, as Mr. Nash 
says, that ‘“‘ the farmers no longer need the support of the depreciated exchange 
rate established in 1933, when they were in desperate circumstances ’’ ; but 
some cynics are saying that the Government might well afford to risk alienating 
itself from the support of the country electorates when it is generally believed 
that it has lost the support of the rural voter anyhow. However that may be, 


Te dramatic decision of the New Zealand Government to revalue the 





export 
>*Xpal- 
lating 
as the 
covery 
narket 
port— 


reduce 
. Nash 
shange 

: but 
nating 
Jieved 
ay be, 








NEW ZEALAND’S EXCHANGE REVALUATION 23 





much of the effect of the reduction of export income resulting from revaluation 
will be cushioned by enhanced prices which New Zealand has been able to 
secure in revised contracts for the sale of butter and cheese and meat to Britain. 
Increases of 15 per cent. for dairy produce and of 18 per cent. for meat were 
recently obtained. Mr. Nash has assured the farmers by way of consolation 
that they will be placed in a stronger position through the lowered costs they 
will enjoy, while at the same time they are told that their income from butter 
and cheese, meat, tallow, wheat, and many other products “ will not be 
aflected adversely ’’. ‘‘ The guaranteed prices’’, he declared, ‘‘ give complete 
protection to dairy farmers against any fall in export prices, and, if desired, 
the Government is prepared to institute guaranteed prices for other products”, 
In other words, although export income in terms of New Zealand pounds, 
which in the twelve months to June 30, 1948, amounted to {NZ 145 millions, 
is to suffer a cut of one-fifth, the Government affirms that incomes of the 
primary producers may not be affected. 

The Wellington Evening Post pointedly asked from what source it was 
intended that the farmers’ income would be made up. Would it be made up, 
it asked, from the stabilization pools—which belonged to the farmers? Or 
from the Consolidated Fund ? In the former case, the farmer would be sub- 
sidizing himself and drawing upon funds built up to cushion an overseas price 
fall before that fall occurred. The “ emergency ”’, calling for disbursements 
from the pools, would be one of the Government’s creation. If, on the other 
hand, the farmer’s income was to be maintained by subsidies from the Con- 
slidated Fund, that would diminish correspondingly the general public 
dividend from the change. 

Apart from the obvious desire of the Government to resist the great upward 
pressure upon costs and prices in the present condition of New Zealand’s post- 
war monetary inflation, the present level of overseas funds might in itself be 
held to justify some revaluation of the New Zealand currency. It deserves 
to be emphasized, however, that the comparable consideration has not weighed 
with Australia, where the Commonwealth Government considers that its 
mounting external balances, which now stand at {A 268 millions, compared 
with approximately £A 50 millions in 1939, do not present an effective argu- 
ment for bringing the Australian pound to parity with sterling. Moreover, 
the trend of New Zealand’s sterling balances has lately been downwards. 

After the depreciation of the New Zealand pound in 1933, there was a 
gradual building up of overseas funds, which reached a pre-war peak of {NZ 45 
millions in April, 1936. Two years later, in June, 1938, they stood at about 
{NZ 9 millions, and declined to only {NZ 6.8 millions in December, 1938, 
creating a perilous situation which led soon afterward to the imposition of rigid 
exchange and import control, which has continued ever since. 

This virtual exhaustion of the reserves towards the end of 1938 resulted 
from the years of expansionist policy on the part of the Government, a policy 
which set up a strong demand for imports and provoked a serious flight of 
capital The outbreak of war, however, brought with it a tremendous demand 
for all kinds of primary products at greatly enhanced prices. Between 1938 
and 1947, the total value of exports more than doubled, and although import 
prices also shared in the upward movement, total import values were, in fact, 
less in 1945 than they were in 1938. They increased substantially, however, 
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in the first two post-war years. All these factors led to a building up of overseg 
funds to new high levels, a peak being reached of {NZ 105 millions in June 
1947. The trend since June, 1938, is shown in the following table : 


NEW ZEALAND’S OVERSEAS FUNDS 
(£NZ mns.) 
Al June 30 

1938 ing = me oe Py" Per ani iin 
1939 oe o- °° ee oe ee ee eo 7) 
1940 i mc re ca ag - i os 27 
1941 e. i ar a ns a ics a 31 
1942 7 - i ~- ~_ oa a a 37 
1943 ee oe e° oe _ 2° e* os 40 
1944 is ~ ‘ . “ ae and as 41 
1945 rr ‘a aie a ote aa ah en 78 
1940 ca a ae es on ma Ks wre 98 
1947 a a i ws si ee me -- 105 
1948 sa ; oa fs be ae or es 96 


The post-war trend of the balance of payments is shown by the followix 
figures from the Reserve Bank’s summary of transactions on internation 
account for the years ended June, 1946, June, 1947, and June, 1948 : 


OVERSEAS TRANSACTIONS 


({NZ mns.) 
RECEIPTS PAYMENTS 
Year to June 30: 1946 1947 1048 Year fo June 30: 1946 1947 1948 
Exports a o>» waa 117 144 Imports (private) .. 43 821m 
Other items .. ‘a 38 33 38 Government items .. 87 43 50 
Other items .. a 13 17 20 


20 


149 150 182 143 142 104 


In the latest vear, it will be seen, payments exceeded receipts by {NZ 1 
millions—after allowing, of course, for invisible as well as visible items. Thi 
deficit was accompanied by a decline in exchange funds by {NZ 9g million 
Such a deficit, with external resources at their present level, is in itself of litt 
significance. In any case, the appreciation of the New Zealand pound wil 
ease the burden of servicing the Government debt domiciled overseas, th 
saving being estimated at about {NZ 800,000 per annum. Measured by pr 
war standards, New Zealand’s external currency position is healthy, and with 
the present rigid control over imports and exchange transactions, there ’ 
little likelihood of overseas funds falling to dangerously low levels, as the 
did in 1938. 

Given, however, the high degree of monetary inflation existing at present 
in New Zealand, there will be a constant pressure for overseas exchange fo 
imports. This demand for imports will, of course, be accentuated by th 
revaluation of the currency, but already the Government has taken som 
measures to counter this by reducing by 20 per cent. the value of impor 
licences already granted for the current financial year. This means, in effec, 
that somewhat the same quantity of goods may be imported into New Zealani 
in respect of current licences, but there will be a 20 per cent. reduction in th 
landed cost of the goods, which is precisely the condition the Government’ 
seeking to achieve by the exchange adjustment. 

The degree of monetary inflation which has taken place in New Zealatl 
since 1938 is indicated in the following table : 
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Trading Bank Note P.O.S.B. Total Deposits 
Deposits Circulation Deposits and Notes 
£NZ mns. {NZ mns. £NZ mns. £NZ mns. 
1938 i oi me 67.9 9.0 63.1 140.0 
1945 -- os os “Sgeeg 35-0 113.4 279.9 
1946... on at 151.5 38.2 128.5 318.2 
1947: acs ae 166.0 40.1 141.2 347-3 


One important explanation of the difference between the New Zealand 
and the Australian approach to this problem of equilibrium exchange rates is 
that the impact of import costs on the price level and the cost of living is 
much more severe in New Zealand than it is in her more highly-industrialized 
neighbour. It may be noted, too, that New Zealand, unlike Australia, had 
not adhered to the International Monetary Fund, and so felt entitled to act 
independently. New Zealand, despite an expansion of secondary industry 
under pressure of war, is still basically a primary producing country, and has 
to rely for the bulk of her manufactured goods upon overseas supplies, chiefly 
from Britain. Therefore, a most effective way of countering the effect of rising 
costs of imports on the economy is by way of exchange adjustment, provided 
that the complementary effect on the level of export income does not nullify 
the benefits arising from a lower cost structure. The Government has, in fact, 
indulged in a deliberate act of deflation in a drastic attempt to correct the 
rising spiral of costs and prices. It has done it in the full knowledge that 
export income will be reduced by 20 per cent.—a not inconsiderable amount 
measured against a total export cheque of £NZ 145 millions. There is little 
doubt, however, that the New Zealand pound has for some time been under- 
valued on the basis of such purchasing power parities as can be computed. 
Avery rough guide to the disparity is given by the trend of the official cost 
of living indexes, though it must be borne in mind that these are an incom- 
plete measure of the trend of living costs as a whole. Between June, 1939, and 
December, 1947, retail prices in New Zealand rose by only 25 per cent., whereas 
in Britain they rose by 40 per cent. and in the United States by 70 per cent. 

The chances that New Zealand’s economy may withstand the strains 
imposed by this measure—or at least may do so with greater resistance than 
was shown, for example, in Canada and Sweden in and after 1946—depend, 
however, less upon nice calculations of differences in comparative costs than 
upon the degree of physical control which the Government exercises. New 
Zealand’s economy now is, in fact, rigidly controlled and the external rate of 
exchange has not for a long time borne any true relationship to price levels, 
to the levels of exports and imports, or to the reserves of international currency. 
Even the virtual disappearance of London funds in 1938 did not lead to any 
further depreciation of the currency. In 1948, correspondingly, the high level 
of these funds has not been a significant factor in inducing the Government to 
tevalue its pound. The upward swing of prices will undoubtedly receive a 
check by the combination of reduced import costs and a reduction in the 
quantum of spending power induced by the decline—despite the Government’s 
assurances—in export income. But in an economy so sensitively dependent 
for its prosperity on income from external trade as New Zealand’s is, the 
deflationary expedient of appreciating the currency to check the inflationary 
costs spiral may yet prove a cure more drastic than the malady it is intended 
to remedy. 
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Banking in the Soviet Zone 
An Instrument of Economic Discipline 


By S. Schattmann 


T the moment of writing it seems doubtful whether the Berlin curreng 

agreement which seemed imminent a few weeks ago will after all & 

reached. But it is clear that some sort of settlement or compromise 
this question has become almost inseparably linked with the hoped-for liftix 
of the blockade which the Western Powers have rightly treated as a conditin 
precedent to any negotiation on the wider issues which separate East and Weg 
in their approach to the problem of Germany as a whole. In form, at least, th 
currency problem has become a focal point of Eastern and Western difference 
and any formula by which it may be solved will deserve the closest scrutiny 
At this stage it is hardly possible to indicate the considerations by which any 
proposals for its solution should be judged. The most that can be done is t; 
indicate why it has assumed its present importance in the minds of both side 
to the dispute, and to show, as part of the essential background of the problem, 
what part Soviet currency and banking policy has played in the political and 
economic organization of the whole Russian Zone in Germany. A large par 
of this article is devoted to this second aspect, to examining the currency ani 
banking system which the Russians have erected in their zone in the past 
three years. 


THE BERLIN CURRENCY DILEMMA 


On the immediate question, there is general agreement that the present 
currency situation in Berlin cannot continue indefinitely: a situation in 
which two rival currencies circulate there without being legal tender in al 
the Berlin sectors is obviously untenable. Why are the Russians so determined 
to bring the whole of Berlin within their currency area, and why were the 
Western Allies compelled, in self-defence, to introduce the Western Zone 
currency into the city? Prestige, and all it involves, no doubt plays a 
important part; but, obviously, that is not the fundamental issue. The 
truth is that currency policy, in the contrasting forms it has assumed in East 
and West, typifies the different political and economic approach to the problem 
of Germany, as expressed in the free enterprise economy in the West and the 
centrally-planned economy on the pattern of the ‘‘ People’s Democracies” in 
the East. Asa recent article in THE BANKER showed,* the counter-inflationary 
currency reform introduced by the Western Powers in their zones was designed 
to provide the basis for restoration of a free functioning of the economit 
system. Russian policy, by contrast, uses banking technique and organizatio 
as instruments of economic discipline and is apt to use currency policy as at 
instrument of economic exploitation. 

To the Russians, therefore, control of Berlin’s currency appears as a meals 
of tightening their hold upon Berlin’s economy as a whole—and, perhaps, of 
extending their grip still further west. Control of currency, in the form 1 








* See ‘‘The German Currency Reforms,” in THE BANKER for August, 1948. 
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which it has been exercised in the East, has close links with the Russian policy 
of tightly harnessing their zone to the whole Soviet economic system by the 
practice of exacting reparations out of current production as well as by the 
operations of the extra-territorial Soviet corporations and trading companies. 
Apart from these wider considerations, there are also the specific attractions 
of Berlin’s industrial potential. In 1936 Germany supplied 27 per cent. of 
the world’s exports of electrical goods ; yet nearly half of its electrical industry 
was, and still is, domiciled in Berlin—mainly in its Western sectors. Only 
12 per cent. is in the Soviet Zone. To take another example, only 20 per 
cent. of Germany’s clothing industry is in the Soviet Zone, but 38 per cent. 
is in Berlin (including, of course, the Soviet sector). As inter-zonal trade is 
at present at a standstill, and even if re-started will remain of a somewhat 
delicate nature, Berlin’s industries are of the greatest interest to the Soviet 
Zone, which is not in a position to meet from domestic production the supplies 
it needs from the West. 

The currency reform in the Soviet Zone, as the earlier article showed, was 
largely ineffective as an economic measure—it has not yet marked a further 
phase in the social transformation of the zone—because it left intact a large 
volume of purely inflationary purchasing power, in consequence of the privi- 
leged conversion rates granted to publicly-owned enterprises, authorities, 
parties, Trade Unions and others. In the West, the volume of money was 
reduced by nine-tenths. The reduction in the Soviet Zone, however, is esti- 
mated to have been as little as one-quarter to one-third. On the other hand, 
in the West, production of consumer goods has improved and supplies in the 
shops are more plentiful ; in the Soviet Zone, by contrast, the supply position 
is still most precarious. The Two-Year Plan of the German Economic Com- 
mission provides, for instance, for one pair of shoes, made of synthetic leather, 
for each inhabitant, by 1950. It is hardly surprising that the exchange offices 
licensed by the Western Military Governments have been changing Western 
marks into Eastern marks at a rate of I : 3. 

This discount on the Soviet Zone currency throws into relief a problem 
which must have been very much in the minds of the Allied negotiators. The 
Soviet-licensed Berlin Press has been at pains to tell its readers that the discount 
is merely the result of manipulations on the part of speculators, with the 
connivance of the Western Powers. Yet one such journal, emphasizing the 
need for settling payments by cheque or transfer, said recently: ‘‘ From the 
point of view of the community, every remittance by cheque contributes to 
the reduction of the circulation of money and thus to the consolidation of the 
currency’. Curious economics, no doubt; but a clear admission of the 
extent of the inflation. Moreover, only shortly before the statement appeared, 
Soviet Zone economists could be heard doubting the realistic character of the 
Two-Year Plan on account of the difficulty of meeting the acute shortages 
of raw materials. 

In an inflationary situation such as this, the Western Powers must obviously 
require safeguards that the Soviet Zone—that is, the Soviet Corporations and 
Trading Companies, the publicly-owned enterprises and all the other firms 
burdened with reparation deliveries—is effectively prevented from buying up 
the production of the Western sectors of Berlin and the goods imported from 
the Western Zones for Western Berlin, without making reciprocal deliveries. 
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Payment in inflated Soviet Zone currency, for which the Soviet Zone authoritig 
claim an exchange rate of 1:1, would be tantamount to forcing Westen 
Berlin and Western Germany to contribute to the reparation deliveries from ff 
current production. So far as economic considerations are concerned, it js ff 
such practical dangers as these that the Western negotiators have had in mind 
in their approach to the currency dilemma in Berlin. Hence the search fof 
some system of control which would provide adequate safeguards. 

It is hard to see how such safeguards are to be devised. Ruling out, 
separate Berlin currency under effective four-power control, a formula which 
the Russians are not likely to accept, there remain only three alternatives: 
to set up a bank of issue for the Soviet Zone and Berlin, controlled by all fou f 
powers ; the attachment of “ liaison officers’’ to the Deutsche Notenbank, th ff 
Soviet Zone Central Bank ; or the establishment of some supervisory body 
between the Deutsche Notenbank and the Berlin banking system. It is not easy 
to see how anything short of actual control of the note issue—which in the 
circumstances would be difficult, to say the least, to establish—can provid 
the safeguards so urgently required. 

Meanwhile, a good deal of light upon the Soviet objectives in this spher f 
can be found by examining the way in which the Soviet Military Administration 
rebuilt the German banking system in its zone so that it could play its part 
in the new centrally planned economy. 


BANKING REORGANIZATION IN THE SOVIET ZONE 
Immediately after the zone’s occupation by the Soviet forces orders were 


issued to freeze all banking accounts and to close all banks with effect from 
May 8, 1945. No distinction was made between privately and publicly owned 
institutions. The entire banking system was liquidated, and with it about 
Rm. 80 milliards of deposits. The Soviet authorities maintained, and not 
without some justification, that the banks had gone bankrupt, their invest- 
ments in Reich securities having lost all value. By this measure the Soviet f 
wiped out a large part of the enormous inflationary potential, intensified stil 
further through the complete political and economic collapse. Bank deposits 
had increased nearly tenfold since Hitler’s accession to power. Those Germans 
who were wise enough to have kept their savings at home—many had done # 
in the latter part of the war when air raids and general uncertainty made it 
seem advisable—were more fortunate. The compulsory sterilization of the 
purchasing power of deposits, totalling about Rm. 80 milliards, or one-third 0 
all German deposits at the end of the war, was not extended to notes, th 
circulation of which, according to German estimates, had increased during the 
war from about Rm. 6 milliards to more than Rm. 60 milliards. 

The model of the Soviet Gos-Bank system can be easily discerned in the 
building up of the new banking organization. One State Bank, later to bk 
renamed State Credit Bank, was established in each of the five States of the 
zone. Each State Credit Bank has a wide network of branches, usually called 
municipal or district banks, and sub-branches, staffed mainly by officers of th 
old banks, but it conducts its business exclusively within the boundaries of its 
State. Thus commercial banking, like savings banking, has been completely 
decentralized. This has resulted in a great change in the structure of Germal 
banking, for in the past its assets were often distributed over large parts d 
( réermany. 
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In the place of the old municipal and district savings banks, new offices 
have been set up which use the facilities of the ‘“ old’’ banks without being 
their successors in law. Although their business had always largely been of a 
local character, their activities are now confined to their particular urban or 
rural district. The clearing offices of municipal savings banks which used to 
administer their resources, and which in turn were under the control of a 
central office in Berlin, no longer exist. The savings banks now keep accounts 
with the State Credit Banks. To round off the picture it should be added that 
there are some private bankers in the Soviet Zone, twelve all told, whose 
influence is quite insignificant and whose number is not likely to increase. 
They appear to deal with business considered too risky for the other banks. 

Agricultural credit co-operatives, always an important source of agricul- 
tural finance in Eastern Germany, and artisans’ credit co-operatives resumed 
business at the end of 1945, so far as they had been closed down at all. They, 
in contrast to the banks and savings banks, are successors in law of the old 
institutions. In each State a Central Credit Co-operative has been set up which 
obtains its funds from the State Credit Bank. Here, too, the Berlin centre no 
longer exists. 

The organization of the Berlin banks is somewhat different. All banks, 
both private and public, were closed after the surrender. The situation did 
not change after the arrival of the Western Allies, despite some efforts made 
by the managements of the “ Big Three”’ banks which, like most others, 
continued to operate in the Western Zones. Their head offices, all situated in 
the Soviet sector, were in the end taken over by the Banking Commission of 
the Central Administration of Finance on the orders of the Soviet Military 
Administration. To-day, there are three credit institutions in Berlin, the 
Berlin Stadtkontor, the Berlin Municipal Savings Bank, and the Berlin People’s 
Bank; in addition, there is the Guarantee and Credit Bank, which acts as 
banker for the Soviet authorities and corporations. Finally, the Postal Cheque 
Office is again functioning. All German authorities keep accounts with the 
Stadtkontor, the bank of the City Administration. Since the beginning of the 
currency crisis and the freezing of Western sector accounts by the Soviet 
authorities, there have, in practice, been two Stadtkontors. The Central 
Office is in the Soviet sector, while branches in the Western sectors are being 
co-ordinated by the Currency Commission. Speaking generally, it might be 
said that the Stadtkontor has assumed the functions of the former Reichsbank. 
In contrast to the other two banks, it no longer engages in savings business. 


CENTRAL BANKING AGENCIES 


To arrange for inter-State clearing facilities, a Bank Clearing Office was 
set up in the autumn of 1945 in Potsdam, attached to the Brandenburg State 
Bank. Its members were the five State Banks and the Berlin Stadtkontor. 
The most important reason for the membership of the Berlin Stadtkontor, 
which then was not under Soviet Zone Control, was its function as clearing- 
house for all inter-zonal payments. 

Until the end of 1946 the State Banks, as they were called until then, had a 
dual function. They had replaced the commercial banks and were acting as 
Central Banks without, however, possessing the right of note issue; that 
was vested in the Allied Control Council. At the end of 1946 the Central 
Bank functions were detached and transferred to five new institutions, the 
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‘Emissions und Giro Banken’’. Their functions are to regulate the circula- 
tion of the currency and to facilitate the settlement of payments. Business 
may be transacted only with other credit institutions and State authorities, 
and accommodation may be granted only to the latter, in the form of ways 
and means advances. Their scope of business is narrower than that of the 
former Reichsbank, which kept accounts for business firms and private indi- 
viduals. The ‘‘ Emissions und Giro Banken ”’ are not allowed to compete in 
any way with the State Banks, whose name was significantly changed to 
State Credit Banks ; each of the new banks acts as the bankers’ bank in its 
particular State. These banks are not permitted to engage in open market 
operations, as by doing so they “‘ might endanger their liquidity ’’. No doubt, 
the absence of any proper security markets militates against the execution of 
such operations. 

As the ‘“ Emissions und Giro Banken ”’ are to act as Central Banks for 
each State, it is obvious that the bulk of inter-State payments is carried out 
by them and no longer by the State Credit Banks. The five new banks have 
joined the Bank Clearing Office, increasing its membership to I1, and the 
Office itself has been incorporated into the Brandenburg ‘“ Emissions und 
Giro Bauk” 

Central control over the banking system in the Soviet Zone lies in the hands 
of the Main Administration of Finance of the German Economic Commission, 
whose authority overrides any State legislation. Until the end of May of this 
year it was carried out by the Banks Department and the Banking Commission, 
the latter's task being the administration of the assets of the “ old” banks. 
On June 1 a Central Bank for the Soviet Zone began to operate under the 
name ‘‘ Deutsche Emissions und Giro Bank ”’, which was renamed “ Deutsche 
Notenbank ” when vested with the right of note issue after the currency 
reform. Thus the Soviet Zone followed the lead of the Combined Zones, where 
the ‘‘ Bank Deutscher Laender ”’ was set up in February. Fifty-five per cent. 
of the capital of Rm. 100 millions was subscribed by the Main Administrations 
of Finance, Economic Planning, Trade and Supply, Agriculture and Forestry, 
Transport, Mechanical and Electrical Engineering, and Post and Telecommuni- 
cations, and the remaining 45 per cent. by the five “‘ Emissions und Giro 
Banken’”’. It is not yet known whether the State Governments will finally 
acquire their holdings. Even if they should do so, the influence of the German 
Economic Commission, the Soviet-appointed “‘ economic Government ”’ of the 
zone, would remain decisive. This is just another manifestation of the trend 
towards centralizing all economic power in the hands of the German Economic 
Commission and eliminating all rivalry between that body and the States, at 
the expense of the latter. 

The “ Deutsche Notenbank ” co-ordinates and supervises the activities of 
the five “‘ Emissions und Giro Bavken” which virtually became its branch 
offices. Power has been vested in the Notenbank to issue binding directives 
on all banking matters and the execution of cash, transfer and cheque transac- 
tions. Thus it carries out functions hitherto exercised by the Main Adminis- 
tration of Finance. The Administration’s control, however, is maintained by 
the appointment of its president as chairman of the board of directors, which 
is composed of the heads of the participating administrations and banks as 
well as a further representative of the Main Administration of Finance and a 
representative of the F.D.G.B., the zonal trade union organization. 
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The Bank Clearing Office and the Foreign Trade Clearing Office, which 
deals with the financial side of export transactions, were incorporated into the 
new central bank, as its scope of business includes the regulation of the circula- 
tion of currency and the settlement of payments, both within the zone and 
with other zones and foreign countries. Hence payments to other zones, 
previously made via the Berlin Stadtkontor, came under Soviet control. 


STATE-SUBSIDIZED BANKING 


Banks in the Soviet Zone pay interest on deposit account up to 4 per cent. 
p.a., and it may be asked how they can earn sufficient to pay such rates and 
still cover their costs. The answer, quite simply, is that they do not cover 
them; the resulting deficits are made up by the States. Claims against the 
State are an important item in each State Credit Bank’s balance sheet. 

In an economy whose level of production—especially of consumer goods—is 
low, a large part of whose output is earmarked for reparation deliveries, and 
in which a price-stop (based on 1944 prices) is in force, the need for commercial 
advances is limited. The official advance rate of 4} per cent. p.a., raised after 
the currency reform to 6 per cent., and the discount rate of 3} per cent., raised 
to 5 per cent., are not indicative of potential profits for the banks, because 
many “ special investments ’’ which they make, including those to publicly- 
owned enterprises, carry a rate as low as 1} per cent. Special rates are also 
granted to resettlers and their co-operatives. In 1946 and 1947 banks received 
a special commission of 3 per cent. for the collection, on behalf of the States 
to which all outstanding claims had been transferred, of debts owed to “ old ”’ 
banks, including mortgages. In November, 1946, the banks were again per- 
mitted to grant mortgages on real property. This type of business, however, 
is still very small, as its development depends on supplies of building materials, 
which are a very serious bottleneck in the Soviet Zone. The earning capacity 
of savings banks has been considerably reduced through the tightening up of 
their liquidity rules. 

The increase made in discount and advance rates since the currency reform 
illustrates clearly the trend of monetary policy in the Soviet Zone. True, 
similar increases were made in the Western Zones, but the objective there was 
very different. In the West, the increases were part of the policy of keeping 
money and credit scarce. In the Soviet Zone, however, the publicly-owned 
enterprises and the Soviet corporations, which account for 70 to 80 per cent. 
of the zone’s output, were so generously endowed with funds through the 
currency reform that, for the time being, they will not be compelled to seek 
any significant volume of accommodation. Only the residue of private firms, 
therefore, will be hit by the higher interest rates, which will add to their costs 
of production and stocks. These concerns have already been seriously handi- 
capped by the severe and differential scaling down of their cash and deposits 
under the currency exchange, in which, as the article in the August issue of 
THE BANKER showed, they were much more harshly treated than other sectors 
of the economy. Together with the expected tax reform and other measures 
which are throttling private firms, higher interest rates will be a strong weapon 
against private enterprise. 

A novel feature in German banking is the introduction of reserve require- 
ments on the Federal Reserve model. This was evidently introduced in antici- 
pation of the currency reform, and despite the fact that the banks were already 
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under strict control. It has been specifically stated, however, that some sort 
of liquidity control was advisable even in the Soviet Zone. Banks and savings 
banks, including co-operatives, must deposit with the “ Emissions und Giro 
Banken ’’ minimum reserves of 10 per cent. of their total balances on current 
account and 5 per cent. of those on deposit account. Savings banks may 
deposit these reserves with their State Credit Banks if they depend on the 
interest pavable by these banks. 


MECHANICS OF FORCED SAVING 

Despite these apparent resemblances of Soviet Zone banking to the practices 
of the democratic countries, the primary function of the Soviet Zone banks js 
not, and cannot be, to engage in banking business in the ordinary sense. They 
are an integral part of the State machinery for ensuring a large return flow of 
surplus funds to the State, with the object of limiting the inflationary pressure 
and providing finance for the capital outlays under the Two-Year Plan. Up 
to the time of the introduction of the currency reform, something like Rm. 13 
milliards of notes had returned to the barks, thus reducing the total cash in 
circulation, estimated at Rm. 25 to 30 milliards, by about 50 per cent. No 
monetary statistics have been issued since the currency reform. 

It is interesting to note that, since most payments made to banks are of a 
compulsory character—resulting from very heavy taxation, sequestration of 
assets, etc.—the mere accumulation of deposits has lead to a greater steriliza- 
tion of purchasing power than is normal. Since the currency reform, which 
allegedly made money scarce, orders of the German Economic Commission 
have been promulgated enjoining all undertakings and authorities to keep 
accounts with credit institutions or postal cheque offices, and to pay into these 
accounts all cash, except for small amounts specified in the regulations. Asa 
parallel measure, the banks are no longer allowed to impose charges for the 
conduct of accounts. Although it is not actually compulsory for individuals 
to keep bank accounts, there are signs that non-manual staffs are being asked 
to do so. Wages, however, will continue to be paid in cash. A secondary 
objective of this compulsion upon all institutions and authorities to keep 
accounts with credit institutions appears to be to ensure that a complete 
picture is obtained of the volume of money, thus facilitating the formulation of 
the requisite credit control measures. 

Voluntary deposits in the form of savings deposits are small in volume, 
and their rate of increase slackened during the few months preceding the 
currency reform. When the exchange of the “ coupon ’’ mark notes into new 
notes of the Deutsche Notenbank was carried out, the notes were issued i 
two instalments, and appeals were made to the public not to withdraw the 
second instalment, but to have it paid into a savings account. In the absence 
of statistics, it is not possible to assess the success of that campaign, but there 
is little reason for thinking that there was any large response. 

Now the currency reform has been carried through, the banks will be ina 
position at least to consider the building up of assets and the problem of their 
profit-earning capacity. But the possibilities turn upon the chances of increased 
real investment and the availability of raw materials, the crucial problems of 
all Soviet Zone planning. And in any case, the primary duty of the banks 
will be to canalize the people’s voluntary or forced savings as required by the 
Plan. 
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Monetary Systems of the Colonies 
IV — Hong Kong 


By a Special Correspondent 


HERE has been much talk lately of the peculiar position of Hong Kong 
T irom the point of view of exchange control. Since the end of Japanese 

occupation three years ago, the colony has had a remarkable trade boom. 
More than ever before in its hundred years of history, it has established itself 
as a point of stability in a highly unstable Far Eastern world. Not only its 
traditional entrepét trade and shipping, but also much manufacturing industry 
has been attracted to it by its combination of the natural advantages of a fine 
harbour and the created assets of peaceful government, substantial freedom of 
trading and reliable currency. 

The colony is, in essence, a great port and trading centre. It has a rural 
area, but nine-tenths of its population live in the urban agglomeration ; the 
size of that population to-day can only be guessed, but it is probably not far 
short of two millions—making Hong Kong one of the big cities of the world. 
The basic economic activity is trading in and transhipment of goods, originally 
as an intermediary between China and the rest of the world or between one 
part of China and another, but in more recent times very largely as an inter- 
mediary between other parts of the Far Eastern and Pacific region, e.g. between 
Japan and Siam or Indo-China and North America. To these basic activities 
have been added the management of shipping lines serving especially the 
China coast, shipbuilding (in 1939 Hong Kong was building the largest ships 
ever built in the British Commonwealth outside Britain), ancillary manu- 
factures such as ropes and cords, sugar refining, tobacco manufacture, brewing, 
cement, and many other types of production which grow up naturally to serve 
the consumption needs of a great town. The last generation, and especially 
the last decade, has seen the growth of a still more varied manufacturing 
activity depending more and more on export markets—rubber shoes, textiles, 
electrical goods, and a wide range of light engineering products. The great 
seaport has also added to itself one of the busiest airports of the Far East. 
The military status of the colony as a naval base and the seat of a garrison 
both adds to its economic activity and forms a foundation for the peace and 
order which enable its trade to flourish. 

Before turning to more technical matters it is worth noting that Hong 
Kong has always been a free port. The tradition of the whole community, 
official and unofficial, has a strong bias against direct Government intervention 
in trade, a bias which has survived as a rather surprising anachronism in the 
world of to-day. 

The monetary history of the colony is closely linked with that of China. 
At the time of the colony’s foundation in 1841, China was on a silver basis, 
and its usual standard unit for trade purposes was the Spanish or Mexican 
dollar. These coins were from the first established as legal tender in the new 
colony. After an unsuccessful experiment in using U.K. coins alongside it, 
the Mexican dollar became and remained until 1935 the standard coin. As 
time went on the British themselves minted an equivalent British trade dollar 
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and the production of the old Mexican dollar in fact ceased ; but it remained 
the standard by which others were judged. Its sterling or gold value, of course, 
varied with the price of silver, giving Hong Kong a variable exchange relation- 
ship with London and the world at large, but substantial stability with China. 

Silver dollars were, however, an inconvenient form of currency for the 
settlement of large transactions. It was not long before the issue of bank 
notes was authorized—by the Chartered Bank of India in 1853 and by the 
Hong Kong and Shanghai Banking Corporation in 1866. (The Mercantile Bank 
of India, after issuing notes in the last century and later abandoning the right 
of issue, was again added to the note-issuing banks in 1911.) Although not legal 
tender, these notes became more and more the customary means of payment. 
From about 1890 onwards they were established by convention as practically 
the sole medium of exchange apart from subsidiary coinage. The standard 
coin, the silver dollar, was, in effect, relegated to the status of subsidiary coin. 

The non-legal tender bank notes, indeed, were so much preferred to the 
legal tender dollars that they frequently commanded a premium. The rate of 
exchange for Hong Kong currency, which in practice meant the rate quoted 
for Hong Kong bank notes, commonly stood above the bullion value of the 
coin into which those notes were legally convertible. This phenomenon led to 
much perturbation and discussion in the period 1926-31, during which the 
premium rose at one time to 20 per cent. The discussion showed that the basic 
cause was the absence of any automatic mechanism for the issue of more notes 
as required. The banks were empowered to issue notes against coin, but were 
under no obligation to do so. Only one of them, the Hong Kong and Shanghai, 
had the right to issue in unlimited amounts ; but in order to do so it had to 
go to the trouble and expense of laying down an equivalent value in silver coin 
or bullion and, in addition, had to pay a Government tax of I per cent. p.a. 
on all issues. Additional issues were therefore by no means automatically 
profitable and it was not unnatural that the Hong Kong and Shanghai Bank 
used its own discretion whether to make them or not. On an earlier occasion, 
in Ig11I, some relief had been obtained by adding the Mercantile Bank to the 
circle of note-issuing banks and so increasing the supply of notes. In 1929 the 
Government gave further relief by abandoning its I per cent. tax on the 
““excess ’’ issues of the Hong Kong and Shanghai Bank, thus removing a 
disincentive to expansion. But, though the premium was reduced, the basic 
defect remained that the system provided no automatic means of issuing new 
currency. 

Various plans of currency reform were therefore continually discussed, the 
projects ranging, through a variety of half-way houses, from an inconvertible 
system on the one hand to a straight gold basis on the other. The prevalent 
view remained, however, that Hong Kong must stay on a silver basis so long 
as China retained a silver currency. That position continued until 1935, 
when, under pressure of the American silver purchase policy and the conse- 
quent rise in Chinese exchange, the Chinese Government took the decision 
(a crucial one as events have turned out) to abandon the historic silver standard 
and embark on a managed currency. Hong Kong almost at once followed suit 
—but with a difference. 

The situation in Hong Kong before the change can be briefly stated. The 
only unlimited legal tender was the silver dollar; the customary tender, 
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except for small transactions, was bank notes of one of the three note-issuing 
banks, these notes being compulsorily redeemable in silver dollars but not 
compulsorily issued against dollars. The precise terms of issue varied, but in 
each case the bank was permitted to cover a part of its issue in sterling securities 
but was required to hold a prescribed portion in silver coin or bullion ; only the 
Hong Kong and Shanghai Bank had an unlimited right of issue and that bank 
had to hold roo per cent. in silver against all issues in excess of $45 millions— 
which in practice meant against all further issues which were likely to arise. 

The legal changes made in 1935 were as follows : 

A new issue of Government one-dollar unlimited legal tender notes was 
made, in anticipation of the disappearance and ultimate demonetization 
of the silver dollars ; 

the bank notes were made legal tender, except by the bank of issue; 

the obligation to redeem in silver was replaced by an obligation to redeem 
in “‘ legal tender ’’, i.e. in notes issued by one of the other banks or by 
the Government ; 

the silver held by the banks as cover for their notes was compulsorily 
transferred to a newly created Exchange Fund ; 

the banks were given in exchange non-interest bearing certificates of 
indebtedness to the face value of the silver, which certificates were 
constituted legal backing for the notes in lieu of silver ; 

against their new issues of notes, the banks were required to obtain addi- 
tional certificates of indebtedness to whatever extent they would, under 
the pre-existing law, have had to hold silver, obtaining the certificates 
by paying into the Exchange Fund sterling at the rate prescribed for 
the time being by the Government. 

No statutory obligation to redeem the certificates at any fixed rate of exchange 
was created. So far as the law was concerned, the Government was therefore 
left with a very free hand to manage the currency. In fact, by a succession 
of administrative conventions, that freedom has been closely restricted. 

The first act of administration was for the Exchange Fund to sell the silver 
acquired from the banks (and such silver dollars as could be collected from the 
public) and to convert the proceeds into sterling ; an operation which was 
effected at a comfortable dollar profit. Simultaneously, the exchange rate was 
allowed to drop gradually from about Is. gd. to just under Is. 3d., where it 
was held. An informal but strictly honoured arrangement was then made 
with the three note-issuing banks, by which they agreed to keep their rates 
for buying and selling sterling within agreed limits, on the understanding that 
the Exchange Fund would issue and redeem Certificates of Indebtedness (i.e. 
would buy and sell sterling from the banks) at agreed rates within the banks’ 
limits. After this arrangement had been operating de facto for two or three 
years, it was given an additional formality by being announced to the public 
in September, 1939, with an intimation that no change was intended. The 
rates so announced were maintained until the Japanese occupation in I9g4I 
and were re-established on the liberation in 1945. 

This history, perhaps, gives an impression of great complexity ; yet the 
present position is, in essence, comparatively simple. By the joint action of 
the Government and the banks the public is provided with a currency which, 
m practice, can be obtained automatically for sterling and converted auto- 
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matically into sterling at rates fixed within narrow limits—exactly as in an 
area served by an orthodox Currency Board. Apart from the now small 
proportion of the total note issue which is covered by the banks’ own securities, 
both the risks and the income deriving from the issue are carried ultimately 
on public account. The difference in formal machinery between Hong Kong 
and a currency board area is that the public (including the non- note-issuing 
banks) have no right of recourse to a public currency authority. They dual 
with the note-issuing banks, who, as it were, funnel the transactions to the 
public authority which holds the ultimate reserves against the currency. 
(Even that is not very different, however, from the de facto position elsewhere : 
in Palestine, for instance, under the British administration, although the 
general public and the smaller banks had a right to go to the Currency Board 
for transactions above the Board’s minimum, it was almost unknown for any 
but the two largest banks to do so.) The banks’ relations with the currency 
authority are also different in form; instead of paying sterling to a Board 
and then receiving notes from that Board, the banks pay their sterling to the 
Financial Secretary of the Hong Kong Government on behalf of the Hong Kong 
Exchange Fund and then receive from him the certificate of indebtedness which 
constitutes their authority to issue notes. Similarly on redemption, instead 
of surrendering notes in exchange for sterling, the bank surrenders certificates 
of inde btedness, having prev iously cancelled an appropriate amount of its own 
notes. The rate of e xchange i is maintained just as firmly as if it were fixed by 
law, the Exchange Fund having given an undertaking to issue certificates of 
indebtedness to the banks, i.e. to buy sterling from them, at a rate of Is. 3d. 
and to receive back certificates of indebte dne *ss—i.e. to sell sterling to the 
banks—-at a rate of 1s. 2d. The banks in return have undertaken to observe 
the maximum buying and selling rates in dealings with the public of Is. 344. 
and 1s. 2%d. The resources of the Exchange Fund are managed on exactly 
the same lines as the funds of a Currency Board ; that is, a suitable proportion 
is held in cash and the balance is invested. 

As already noted, the system was not seriously shaken by the Japanese 
occupation during the war. The Japanese made various changes in the legal 
exchange value of the Hong Kong dollar against their own issues of currency, 
which were put out with a complete recklessness, and without any backing ; 
but on the resumption of British administration, the Hong Kong dollar was 
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at once re-established on its old sterling value and the Japanese issues were 
declared valueless. One untoward happening which caused substantial loss 
to the system was, however, the seizure by the Japanese occupying forces of 
substantial quantities of unissued notes. These were in due course issued by 
the Japanese, partly in repayment of bank deposits and other liabilities, but 
also to meet their own expenditure. As the war drew to its close and the 
British authorities began to face this problem of the illegitimate Japanese 
issues, there was some doubt whether they should be recognized ; holders in 
China were accordingly warned of the possibility of their being repudiated. 
After the liberation of the colony, however, it was decided that it was on 
balance wise to accept these notes in spite of the irregularity of their issue. 
The resultant loss fell on the Hong Kong and Shanghai Bank, but was partly 
covered by a contribution from the Exchange Fund. In consequence of this, 
the Exchange Fund, which had had a substantial surplus over its liabilities in 
1939, is now slightly short of 100 per cent. cover. 

A significant feature of the Hong Kong note issue is that a large proportion 
of it circulates outside the colony, in China proper. This has been so for many 
years ; before the war it was commonly estimated that two-thirds of the total 
bank note issues circulated in China and only one-third in the colony. To-day 
it is said that the proportion circulating in China is even higher, but naturally 
no exact figures are available. This Chinese circulation has been frowned 
upon by China’s governmental authorities ; but since the recent collapse of the 
Chinese currency the demand for Hong Kong notes as a stable medium of 
circulation has inevitably become stronger than ever. For the time being, their 
position in South China is probably very firmly established. Such a circulation 
in a foreign territory is obviously more precarious than internal circulation, 
and the Hong Kong Exchange Fund has therefore normally preserved a more 
liquid position than the majority of colonial currency authorities. 

The actual circulation consists of bank notes in denominations of $5 and 
upwards, and Government notes of one dollar, ten cents and one cent. The 
“cent ’’ notes are an emergency issue to replace coin which disappeared from 
circulation during the war. The use of paper for so low a value as one Hong 
Kong cent (=one-seventh of a penny) is a rarity in British currency practice 
which it may be hoped will soon cease. The Hong Kong Government is in 
fact now trying to get new supplies of coin minted. 
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No full and regular statistics of currency in circulation are available, but 
the following are figures of the amounts of bank notes in circulation over 
recent years, as given in the balance sheets of the note-issuing banks : 


Sterling Value 


Total circulation at current rates 
At Dec. 31 $ 
1930... we -- 143,160,666 ns and a 8,102,194 
1931 .. x «+ 163,475,074 y ~ «+ 28,428,773 
932 .. as .+ 170,355,831 aod mua -+ 10,647,239 
1933 -- es -. 169,908,151 eo i -- 12,069,347 
1934 .. a -+ 166,054,087 .. ss -- 13,447,981 
1935 -- ha -« Se6gon7ee («. sa -+ 9,594,661 
06 :. “a -» 157,457,032 .. = -+ 94,774,587 
1687 «0 ss -+ 232,505,636 «s os «+ 14,427,303 
1938 .. “a -» 240,280,736 .. aa -» 14,907,869 
1939 .. oe -+ 226,666,680 .. as -- 14,064,843 
1940 .. “a ra SS ne -+ 14,379,669 
1941 .. oe ow @67,2808396 = «. = ++ 17,951,455 
1942 .. ae so 299,933,006 .. an ++ 17,357,051 
1943 .- as «+ 274,675,504 - “* -- 17,167,219 
1944 .. wt +» 274,659,776 me re -» 17,166,236 
1945 .. ee -. 289,380,441 cd ici .. 17,961,271 
1946 .. me -- 459,036,534 .. ae .. 28,418,890 
1947 =. i -» 675,311,638 és ee .. 41,805,843 
The separate figures for the three banks in 1930 and in 1947 were : 
Hong Kong and Shanghai Chartered Mercantile 
$ $ $ 

1930 “a 108,204,490 aa 30,552,544 =. 4,403,632 
1947 -- 616,142,086 a 56,059,286... 3,110,276 


The outstanding features of this series are the almost continuous rise in 
the circulation since 1935 and very large increase since the re-establishment of 
British administration in 1945. The recent increase, of course, reflects the 
position of the colony as a haven of stability amid the disturbed conditions 
of the surrounding countries. The growth in the predominance of the Hong 
Kong and Shanghai Bank is also striking. Figures for the Government one- 
dollar note issue have not been published since 1941, but at the end of 1939 the 
total issued was $6,443,000 and the issue is understood to have expanded in 
sympathy with the growth in the bank note circulation. 

The last pre-war statement of the Exchange Fund showed the position as 
at June 30, 1939, when the liability of the Fund for certificates of indebtedness 
issued to the banks (converted at middle market rates) was £11,907,554 and 
the assets of the Fund were {13,226,195. Up-to-date figures are unfortunately 
not available ; but in view of the loss suffered on notes issued by the Japanese, 
it is probable that the Fund’s assets are now slightly less than its nominal 
liabilities, now of the order of £40 millions. This position will be corrected, 
however, as income on investments is accumulated. 

The banking structure of Hong Kong is much more highly developed than 
in the average colony. Under legislation passed in 1948, banks have for the 
first time been required to register, and a recent report stated that in all 131 
banks had been licensed to carry on banking business. These comprised the 
three note-issuing banks already mentioned ; of these, the Hong Kong and 
Shanghai Banking Corporation—incorporated, controlled and managed in 
the colony—is locally by far the most important. The other banks comprised 


two more U.K.-registered banks—E. D. Sassoon Banking Corporation and | 
Thos. Cook and Son, Ltd.; four American banks, the Chase, National City, 
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American Express and Underwriters ; two Dutch, one French and one Belgian ; 
eight Chinese Government banks, Central and Provincial ; thirty-two Chinese- 
owned ‘‘ western style’”’ banks, registered in the colony or in China; and 
seventy-eight so-called Chinese native banks. Of the non-Chinese banks, some, 
like Thos. Cook and the American Express, are specialized; but the larger 
ones, and many of the Chinese-owned “ western style’ banks, do every kind 
of banking business with, however, inevitably more emphasis on exchange 
transactions than in an ordinary U.K. bank. The “ native’’ banks are more 
restricted to exchange and money-changing business ; they merge indeed, on 
one side, into a further group of gold and silversmiths, between whose activities 
and those of ‘‘ banks ’’ only a shadowy frontier exists. 

As elsewhere in the colonies, no general statistics of banking activities are 
at present available ; but total deposits are believed to be between 700 and 
800 million dollars. The scale of day-to-day business is indicated by the turn- 
over of the Hong Kong Clearing House ; this was reported in a recent issue of 
the Far Eastern Economic Review to have averaged over $700 millions a month 
in the first four months of 1948. The Review compared this with a pre-war 
average of $200 millions and, after allowing for changes in the value of money, 
estimated it to represent a true increase of activity of 15 to 20 per cent. The 
current level is equivalent to a sterling value of about £525 millions p.a., i.e. 
substantially more than any of the U.K. provincial clearings. 

All the Hong Kong banks, but especially the small Chinese banks, are 
closely interested in handling the large volume of remittances from Chinese 
emigrants in Malaya, Netherlands Indies, North America, etc., which ulti- 
mately find their way through Hong Kong to towns and villages far in the 
interior of China. In handling these and, of course, much larger transactions, 
the colony has become a very large and active exchange market which, 
before the war, freely dealt in practically all currencies of the world, as well 
as in precious metals. 

To-day, under the necessities of Exchange Control, that freedom of dealing 
is circumscribed, but not so thoroughly as in most other British territories. 
Hong Kong is a member of the sterling area, but it has always been recognized 
that the application in Hong Kong of the full rigour of exchange control 
which is expected of the ordinary member of the sterling area would almost 
certainly prevent the carrying on of the intricate entrepét trade on which the 
colony depends for its survival and which is on balance advantageous to the 
Commonwealth and the sterling area. 

The normal controls are therefore exercised with considerable latitude— 
perhaps the strangest of the anomalies is that an active and substantial open 
free market in U.S. dollars is permitted. This is fed from the U.S. dollar 
earnings of exports passing through Hong Kong, since only a proportion of 
these earnings has to be surrendered to the official control. However 
anomalous these dealings are, the authorities appear at present to be satisfied 
that they are at any rate the least of several evils and that no really serious 
leakage of funds is taking place through this channel. It is widely believed 
that the system provides opportunities for the sale of goods through Hong 
Kong to dollar areas in such a way as to avoid surrender of the dollar equivalent. 
However that may be, the authorities in the colony have so far maintained 
that the measures they have taken to prevent such transactions have been 
effective at least in preventing their attaining serious dimensions. 
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The Town and Country Planning Act, 
1947 
A General Survey of its Effects 


By T. J. Sophian 

Ta Town and Country Planning Act, 1947, which came into operation 

on July 1, 1948, introduced revolutionary changes in the law of land 

ownership. Hitherto it was open to an owner to develop his land as he 
pleased if it was in an area in which no planning scheme had come into opera- 
tion ; though if a scheme was in course of preparation in his area, the consent 
of the interim development authority was desirable—otherwise no compensa- 
tion could be recovered if the development proved to be contrary to the 
scheme when, eventually, it came into operation. In such cases there was 
therefore the risk that buildings erected without consent might have to be 
pulled down, or that uses to which the property had been put, likewise without 
consent, would have to cease—without compensation in either case. 

Until 1943 developers were free to run this risk and remained immune so 
long as the planning scheme had not been put into operation. They could not 
be ordered to pull down an offending building merely because it happened to 
be contrary to a provision in the proposed scheme. Their rights in this respect 
were curtailed, however, when the Interim Development Act of 1943 was 
passed. It then became necessary to ask for interim development consent in 
nearly every case. The whole of the country was deemed to be subject to a 
planning scheme whether or not any particular scheme had in fact been pro- 
posed for the particular area. Furthermore, the developer was no longer free 
to flout the planning authority. If he did not get consent, he could be com- 
pelled, without compensation, immediately to pull down his offending building 
or to put a stop to the offending use. Indeed, the Interim Development Act 
of 1943 marked the first stage in the process of whittling down development 
rights and finally vesting them in the State. 

This is perhaps the principal feature of the Town and Country Planning 
Act, 1947. The hands of the clock were stopped on July 1, 1948. The property 
owner no longer enjoys the right to build or to alter his property, or to alter 
the use of his property, at will ; the state and condition of his land or buildings 
as on July 1, 1948, and the use to which they were being put on that date, con- 
stitute, as it were, the high-water mark of permitted development. Any 
alteration or deviation not only requires the previous consent of the planning 
authority, but attracts, at the same time, what is virtually a tax in the shape 
of a “ development charge”’. One must pay the State for this privilege of 
development, if permission to develop at all is granted. 

These development rights have, as it were, been nationalized, but the 
owner is not to lose them without compensation. A central fund of £300 
millions is to be constituted, out of which compensation for loss of these 
development rights will be received, though it can scarcely be hoped that 
owners will be compensated to the full extent. 
































‘ation 
land 
as he 
pera- 
nsent 
ensa- 
> the 
» Was 
to be 
thout 


ne so 
d not 
ed to 
spect 
Was 
nt in 
toa 
pro- 
- free 
com- 
lding 
t Act 
ment 


ning 
erty 
alter 
lings 
con- 
Any 
ning 
hape 
ze of 


the 
£300 
‘hese 
that 








—__— 


TOWN AND COUNTRY PLANNING ACT, 1947 41 





This is a broad outline of the underlying principles of the Act. These 
principles, of course, are subject to detailed exceptions, which are very numerous 
and very complex, and the consideration of which would fill a volume. Indeed, 
the task of giving expert advice on the problems raised by the Act is going 
to be very difficult. The Act itself may be regarded as merely the skeleton 
of the law on the subject, for numerous orders and regulations in the shape of 
Statutory Instruments have been issued and will continue to be issued to 
cover the bones with flesh. 

At this stage, the primary concern of property owners should be their 
position with regard to claims for compensation for loss of their development 
rights. We will therefore consider this particular aspect of the Act first. 


CLAIMS AGAINST THE COMPENSATION FUND 


Where the value of an interest in land is depreciated as the result of the 
provisions of the Act, the owners of interests in the land will have a claim 
against the Central Fund of £300 millions, in respect of the depreciation. 
This depreciation will be measured by the difference between the “ restricted ” 
and ‘‘ unrestricted ”’ values respectively, but in most cases full compensation 
isnot likely to be recoverable. The right to receive the compensation payment 
vests in the person who was the owner of the particular interest on July 1, 1948 
(s. 64 (1) ), but this right is assignable with the consent of the Central Land 
Board (s. 64 (2)). The “owner” of an interest is, for the above purposes, the 
person in whom the /egal estate in respect of the interest is vested. Where, 
however, an agreement for a lease has been made, the “‘ owner ”’ will be regarded 
as the person who is entitled to have the legal term vested in him (s. 64 (3) ). 

Under Part VI of the Act of 1947, two schemes are contemplated. One is 
the general scheme to be made under s. 58 ; the other is the additional scheme 
under s. 59, which, in certain circumstances, will provide for additional pay- 
ments in the case of war damaged land. 

The procedure for giving notice of claims for payments under the General 
Scheme—the only one for which regulations have yet been made—is for- 
midable. The particulars which have to be supplied in connexion with a claim 
are so technical, and the list so long, that many property owners are likely to 
need expert guidance when formulating their claim. 

Claimants will be the freeholders and leaseholders of the particular pro- 
perties, and plans clearly identifying the property must accompany the claims. 
Claimants must establish their identity and give full details of their title. The 
particulars must also include details of all easements and quasi-easements 
enjoyed by the property or to which it may be subject ; all mortgages and 
rent charges; and statutory charges, such as land tax, tithe redemption, 
annuities and the like. 

Each claimant, moreover, if his is not the only interest in the property, 
must give details of the other interests subsisting ; and, if other land is owned 
by him in the vicinity in respect of which a separate claim for compensation is 
being made, particulars of such other land must be included. 

The history of the property in relation to Town Planning must also be 
detailed. Thus, particulars of interim development applications and consents, 
if any, must be included, as well as a history of the uses to which the property 
has been put and the improvements which have been made. 
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Finally, comes the amount of the claim—or, rather, a statement of the 
amounts claimed to be the unrestricted and the restricted values of the property 
respectively. 

In general, all claims and information supplied must be related to the state 
of affairs subsisting on July 1, 1948. 

There is a time limit for claims. They must be made between July 1, 
1948, and March 31, 1949. The Board may, however, extend the period if it 
is satisfied that the making of the claim within the above-mentioned period 
was not reasonably possible ; but the latest date of any such extension is fixed 
as June 30, 1949. 

The right to receive compensation, as already stated, is assignable, but the 
Regulations require that notice of the assignment, with the appropriate infor- 
mation, should be given to the Central Land Board not later than December 3r1, 
1952. 

As regards the determination of the Development Value, if the Board does 
not agree the claimant’s figures for the restricted and unrestricted values, it 


rr 


will state its own values, and the claimant will be served with a notice accord- | 
ingly. Ifthe claimant desires to challenge the Board’s statement, he must give 


notice of objection to the Board within 60 days of receipt of the Board’s notice, 
and he must state the grounds of the objection and the respective amounts at 
which he fixes the values. 

The Board, thereupon, will consider the objection and make its final 
determination. The claimant, however, will then have a right of appeal to an 
official arbitrator under the Acquisition of Land (Assessment of Compensation) 
Act, 1919. For this purpose notice of appeal must be served on the Board 
within 30 days of the receipt of its final determination, and the claimant, 
immediately after such service, must apply to the Reference Committee for 
the appointment of an arbitrator to determine the dispute and must also 
forward to the Committee a copy of the notice of appeal. 

In addition to this right of appeal, a claimant may challenge a determina- 
tion of the Board, on the ground of any irregularity or non-compliance with the 
requirements of the Act, by applying to the High Court to quash the deter- 
mination as being ultra vires. 


DEVELOPMENT CHARGES 

Let us now consider the question of the liability to pay development 
charge. It may be taken as a general rule that, if any particular development 
—whether it be an operation on the land or any material change of use—comes 
within the definition of “‘ development ”’ in s. 12 of the Act and accordingly 
requires planning permission, a development charge will prima facie be payable. 
But certain exceptions have been grafted on to this principle by the Third 
Schedule of the Act, and cases may occur in which, while a planning permission 

If the operation or use proposed does not constitute “‘ development ” as 
defined in s. 12 (2) of the Act, no planning permission will be necessary ; nor 
will permission be necessary for any of the kinds of development for which 
exemption from the requirements of planning permission is expressly granted 
by s. 12 (5) of the Act. Apart from these cases, further exemptions from the 
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requirements of planning permission have been granted by the Town and 
Country Planning (General Development) Order, 1948. But the point to 
note is that, whereas development charge would be payable in the cases which 
are excluded from the definition of development by s. 12 of the Act, or in the 
cases in which express exemption from the requirement of planning permission 
has been conferred by s. 12 of the Act, it does not necessarily follow in a case 
which has been exempted from the requirement of planning permission by the 
above general Development Order of 1948, that development charge may not 
be payable. To ascertain the position in any particular case, it is necessary 
for this purpose to consult the Town and Country Planning (Development 
Charge Exemptions) Regulations, 1948 (S. I. 1948, No. 1188), to discover 
whether any express exemption from the liability to pay the development 
charge, which otherwise would have been payable, has been granted. 


In cases of doubt it would be advisable to consult the Ministry before 
proceeding to undertake the particular operation or to alter the existing use. 
The Schedules in the various Regulations which expressly confer exemptions 
in the one case from the requirements of planning permission, and in the other 
from liability to development charge, are extremely lengthy and complicated. 

The amount of the Development Charge to be payable in any particular 
case is a matter for the Central Land Board. It is not to exceed the amount 
which, to the satisfaction of the Board, represents the additional value of the land, 
measured by normal processes of valuation, due to the planning permission 
given for the particular development. But, within these limits, the Board is 
given a discretion, and the governing principle for its determination is to 
secure, so far as is practicable, that land can be freely and readily bought and 
sold or otherwise disposed of in the open market at a price neither greater nor 
less than its value for its existing use (see the Town and Country Planning 
(Development Charge) Regulations, 1948, S. I. 1948, No. 1189). 

No doubt, in applying these principles, the charge may be lowered in cases 
in which any particular class of development in a particular area is desirable, 
and it may be raised in cases where development either of the particular class 
or in the particular area has already reached saturation point. The developer, 
moreover, is free to haggle with the Board on the amount of the development 
charge that he should be called upon to pay. And the Board further may, on 
application, vary its determination if there has been any change of circumstance 
since the determination, such, for example, as the subsequent development 
with planning permission of adjacent land in a manner contrary to the pro- 
visions contained in the development plan for the area. 

Before any development in respect of which a development charge is 
payable takes place, the charge must be paid or secured in advance. It may be 
payable in one lump sum or in instalments, the amounts and the times of 
payments of such instalments being matters for the Board to determine. 

In conclusion, it cannot be too strongly emphasized that all persons with 
interests in land and other properties, whether as owners or lessees or mort- 
gagees, should acquaint themselves with at any rate the general principles of 
this important Act. At the same time, they should not overlook the fact that 
this legislation is not static. It is constantly growing, as is shown by the 
stream of Regulations which are steadily pouring from the Ministry. 
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Experiments in Central Banking 
A Study of San Domingo’s New Bank 


By N. A. D. Macrae 


Sallie 


"Tie rapid progress of industrialization in Latin America has led recently ; 
to some interesting changes in the banking structure there. Since th| 
beginning of the war, Paraguay, Guatemala, Cuba and the Dominican! 
Republic have all drawn up plans for new or remodelled central banks, whik | ( 
a number of other, less radical, reforms have been carried out in several neigh- 4 
bouring states. The organizing force behind these changes has been a group| 
of American and Argentinian economists, including Dr. Robert Triffir and c 
Dr. Henry Wallich of the Federal Reserve Board’s Foreign Research Depart. | y 
ment and Dr. Raoul Prebisch, lately President of the Argentine Central Bark. i 

The present writer was in the Dominican Republic in September of last | 
year, when preparations were being made for the establishment of a national | ¢ 














currency and the opening of a central bank there. In view of the paucity of | t 
British comment on projects of this kind, it seems worth while to make a u 
critical analysis of some of the problems involved. t 
San Domingo, like most other Latin American countries, has functioned l 
in the past as an “export economy”. That is to say, it has produced each h 
year, subject to weather conditions, an exportable surplus of staple agricultural r 
crops (sugar, cocoa, bananas) and has tried to import in exchange an almost S 
fixed annual requirement of textiles and other manufactured goods. In n 
periods of prosperity in the United States and therefore of high food prices it 0 
has succeeded in selling its whole crop, and in acquiring a useful store of a 
foreign exchange. In slump years, when it has been hard put to it to find the cl 
dollars to sustain its import programme, it has used up the accumulated fi 
reserve. b 
Upon this simple pattern of an export economy there has been imposed 
in recent years a certain measure of industrial development, financed by re 
American capital and supervised by American technicians and business men. u 
Most of this new investment has been concentrated in food processing and G 
other export trades. The point is an important one, for it shows that the ct 
Americans have not been attracted to San Domingo by any high level of Ww 
internal demand and prices.. They have been attracted rather by the low level g1 
of local income tax and wages, the stability of prices and of the exchange 
rate, freedom from Government interference and all the other luscious fruits 
of a “ conservative ”’ (as distinct from a “‘ progressive ’’) economic policy. in 
The Dominicans have fostered these investors in the past by the safe m 
device of using the U.S. dollar as their internal unit of currency, restricting fa 
their own monetary creation to the minting of dimes, nickels and one cent he 
pieces. This system has fulfilled its main object in attracting American 
capital to the country, but certain legitimate criticism has lately been levelled tc 
against it. It was to. meet this criticism that the new banking and currency bi 
laws were promulgated. by 
The central bank, in Dominican eyes, has two main objects. First, it will . 
act as a machine for qualitative and quantitative credit control—particularly | th 
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in the interior of the country. As will be shown later, such a machine was 
sadly lacking under the old “ dollar regime ’’. Secondly, it is hoped that the 
new bank, while abandoning none of the advantages of stability, will yet be 
able to ease the burden imposed upon the country in the past by the need to 
import—and pay for—its own internal currency notes. 

Some explanation of this “‘ burden ’’ must now be given. At any given 
time the total money supply in a small country can conveniently be considered 
as falling under two heads. First, there is that portion of it which might be 
needed to finance future import requirements or flight of capital. This portion 
obviously needs to be backed 100 per cent. by convertible foreign exchange 
(except possibly when the balance of external payments shows a strong surplus, 
and there is no back-log of import needs). Secondly, however, there is that 
portion of the money supply which represents a hard core of “ localized” 
currency* (viz. that part of the currency which will remain within the economy 
whatever the state of the balance of payments, simply to act as a medium of 
internal exchange). Now, when the national income of the country is rising, 
the demand for this localized portion of the currency will be rising too, par- 
ticularly when the commercial system is impinging on remote rural communi- 
ties where barter has largely ruled before. It is easy to see, however, that 
under the U.S. dollar regime the Dominicans could secure an increase of 
this “ localized ’”’ currency only by making a sort of involuntary loan to the 
United States. To take the simplest example: The Dominican farmer sells 
his bag of sugar in America and gets a dollar note in return. This dollar note 
represents a claim on a certain amount of goods and services in the United 
States. But if it is added to the stock of localized Dominican currency, it is 
never presented for honouring. It is simply passed round as an internal unit 
of exchange within San Domingo until it wears out. The Dominicans reap no 
advantage from using a picture of Mr. Washington for this purpose. They 
could just as well use a picture of their own President, printed as part of a 
fiduciary issue. This argument, of course, is liable to be wildly exaggerated, 
but, within the limits and context defined here, it is not really easy to refute. 

It is in the light of these two aspirations—for credit control and for monetary 
reform—that the Constitution of the Dominican Central Bank has been drawn 
up. The authors of that Constitution have acted as Pygmalion to a new 
Galatea—a Galatea who will have to work as a Governess under difficult 
conditions in her most formative years. Let us now examine the disciplinary 
weapons she will be able to wield and the rules of conduct which will be her 
guiding lights. 

= 

Latin American agriculture (and to a less extent indigenous Latin American 
industry) has long been subject to the ravages of credit monopoly. This 
monopoly is operated in part through the big exporting houses, who buy the 
farmer’s crop forward at a huge discount; and in part by the importing 
houses, who sell him his fertilizers, tools and seed on onerous credit terms. 

One of the main functions of the newer central banks in Latin America is 
to break this monopoly by standing as a lender of last resort behind the native 
banks and specialist finance houses. These institutions are too often crippled 
by the large reserves which they have to hold against contingent liabilities in 





* See the chapter on ‘“‘ The Banking and Monetary System in Nigeria’”’ by Mr. J. Mars in 
the recent Nuffield College publication ‘‘ The Economics of a Tropical Dependency—Vol. 2’’. 
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an unsupported system, and so cannot compete effectively with the export 
and import houses. 

To establish a central bank behind them is, however, a dangerous operation 
in an undeveloped economy. The appearance of such support makes banking 
an alluring—and apparently safe—business in the eyes of every adventurer, 
Local moneylenders set up mushroom organizations and are convinced that, 
if they become illiquid or insolvent, the fairy godmother in the Capital is there 
to take the rap. Similarly, the employment by existing native banks of such 
portions of their large reserves as, in the new circumstances, they consider to 
be unnecessary, may cause local inflation if they are allowed to flood a restricted 
market simultaneously. Strong transitory powers are obviously needed against 
difficulties of this nature, particularly in countries such as Cuba, where the 
native banking system is well developed. (In San Domingo, it seems, the native 


moneylenders are like Banquo’s son—they “ have nature which in time may | 


venom breed—No teeth for the present ”’.) 

Even when her teething troubles are over, however, the central bank 
has still to grapple with the main problem of securing adequate control over 
credit conditions in the country. In advanced communities, the classical 
method of exercising this control is through manipulation of interest rates, 
either by operations in the short-term market which exert an effect on rates 
charged for loans by the commercial banks, or by transactions in longer term 
stocks. 

Orthodox control of this latter sort postulates the existence of an organized 
market for the purchase and sale of Government securities. Most Latin 
American states do not have such a market, and, although they are enthusias- 
tically setting about creating them, there are psychological and economic 
difficulties in the way of their success. The psychological difficulties—mistrust 
of the currency, of the Government and of the Government’s possible successors 
—can be overcome only by a long period of stable and successful administra- 
tion. (It may be noted that the Dominican Republic, which has had virtually 
the same Government for the past seventeen years, is fortunate in this respect.) 
The economic difficulties—the low yield and comparative illiquidity of Govern- 
ment bonds—can theoretically be overcome by a two-fisted policy—by forcing 
down outside interest rates, and by setting up a “ market” for approved 
bonds in the central bank. 

This last expedient is open to grave abuse. If the bank interferes on the 
open market against a continual falling tendency of security prices, it is surely 
lending to the Government just as much as if it were making an uninterrupted 
stream of ways and means advances. One of the main cares of those in charge 
of any central bank—especially a new one—must surely be to prevent them- 
selves from becoming the milch cow of an impecunious Treasury. The con- 
stitution of the Dominican Bank recognizes quite clearly that down this road 
could lie disaster. It enacts that, if interest rates rise, the bank may increase 
its holdings of Government securities only in proportion to any increase in tax 
revenue. This formula seems to provide a satisfactory link between open 
market operations and other forms of Government financing, a link which was 
apparently forgotten in some older Latin American Bank constitutions. 

The barrier, however, is not entirely a rigid one. In order to give liquidity 





to Government bonds, the bank is allowed to set up a Security Purchasing | 
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Fund. It may make available to this subsidiary, for purchases on the market, 
amounts up to 10 per cent. of the securities outstanding in each of the issues 
in which the Fund is authorized to deal. This seems a pretty rickety fence, 
which a Government in need of money might easily ride down. The same, 
however, is possibly true of most fences erected between most Governments 
and their central banks at this time. 

Quite apart from these considerations, it is obvious that a central bank in 
an undeveloped economy needs other tools besides the tool of interest regula- 
tion. The project for San Domingo therefore introduces a new version of the 
familiar power already possessed by some existing central authorities to vary 
the cash reserve ratios which are obligatory upon the commercial banks. 
The proportion of cash which must be held against deposits will be fixed for 
each bank at some figure between one-tenth and one-half. Moreover, the 
weapon is apparently a discriminatory one. Higher cash reserve ratios may 
be demanded from those commercial banks with liabilities i in foreign currency, 
as well as from those whose deposits are of a short-term rather than of a 
savings character. The central bank has fairly wide discretionary powers of 
modifying the rigour of these separate requirements as against any one com- 
mercial bank at times of emergency. It might, for example, exercise its 
discretion in favour of the Agricultural Mortgage Bank after a a crop failure. 

The weapon of bank rate has been compared to a surgeon’s lancet. This 
new weapon of discriminatory reserve ratios, which can strike at one commercial 
bank without striking at all, looks more like a sub-machine gun. But it is 
doubtful whether even a sub-machine gun, by itself, would be sufficient in the 
Dominican Republic. The two largest banks in the country are both foreign 
(Canadian) houses, accustomed to holding large idle reserves in their own 
country. At times of boom, it might be ‘impossible to make them contract 
credit until the excess reserves had been immobilized. At times of slump, any 
injection of purchasing power into the system by the central bank might lead 
simply to an increase in these marginal funds in Canada, instead of to an 
increase in Dominican activity. 

Subsidiary weapons have therefore been suggested. One such suggestion, 
of which more might be heard, is to make exporters draw part of their peso 
profits in “‘ stabilization certificates ’’ at times of a very favourable balance of 
payments. If these certificates are negotiable, however, a large scale attempt 
by exporters to discount them on the market might lead to a very undesirable 
fall in the price of other (Government) securities. If they are not negotiable, 
but will merely be redeemed by the central bank at times of depression, then 
the whole device would be a heavy blow to the smaller exporters—and a very 
material form of discouragement to American investors in the country. Such 
a scheme would also be open to all the objections which have been advanced 
against a forced loan in this country. 

One last possibility which has been mooted remains to be analysed. This 
would be for the central bank to start lending directly to the public itself, or 
for it to take over full ‘“ policy ”’ control of some powerful institution which did. 
Such a step would naturally be vigorously opposed by the commercial banks 
and perhaps by the commercial interest generally. It would also throw the 
chests of the central bank wide open to purely political loans. Nevertheless, 
it is a weapon which will obviously remain in the background and its presence 
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there will probably ensure the adequacy of other tools. For, in the last analysis, 
the man who can undermine the business of the piper, may find little opposition 


when he calls a reasonable tune. 
* 


We have examined the tools at the Bank’s disposal. What now of the rules 
of conduct it has imposed upon itself ? The most dangerous stage in the life 
of any central bank is at the beginning of its first depression. A fall in the 
price of export crops leads to a fall in tax revenue. The Government tries to 


pay for its own requirements by borrowing from its new bank. With the high | 


propensity to import which is typical of these small countries, this internal 
stimulation leads straight to balance of payments difficulties. The next step 
is some form of exchange or import control—with licences often granted for 
goods imported on Government account (like supplies for the Army) instead 
of for those most urgently needed by the people. Demand is thereupon con- 
centrated on the home market and, meeting there with inelastic conditions of 
production, drives up prices. The peasant, finding that the price of manv- 
factured goods has risen against him, refuses to bring rice into the towns. The 
Government raises food prices, wages go up, the balance of payments position 
gets worse, and depreciation of the currency follows. But then the continua- 
tion of internal stimulation and the price-effect of depreciation itself drive 
prices still higher. The last state of the economy is much worse than the first, 
and to add insult to injury the blame is often laid at the door of the new-fangled, 
American-constructed central bank. 

It is with such a picture in mind that Dr. Wallich and his associates have 
applied themselves in San Domingo to the task of building up rigid legal 
barriers to each forward step in any possible inflationary advance. The 
Dominican project is a model of such rigidity. Exchange depreciation is 
outlawed by the bank’s constitution, and exchange control is to be limited to 
supervision of hot money outflow in times of crisis, and must be regarded 
as a “ mild corrective’ and a “ last resort’. (In view of the dependence of 
industrial development on the provision of foreign capital, the whole question 





BANK MELLI IRAN 
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Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 
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of exchange control is, of course, a difficult and delicate one.) The Bank must 
also “‘ stop inflationary measures’ (whatever that means) and hold a con- 
ference about possible deflation whenever the total money supply (demand 
deposits plus notes) increases by more than 15 per cent. in any one year. This 
seems to be a rather crudely quantitative provision, ignoring any possible 
change in velocity of circulation on the one hand, and any increase in real 
income between, say, a bad crop season and a good one, on the other. It 
is also laid down that the net foreign exchange reserves of the country must 
never be allowed to show an annual decrease of more than 25 per cent. The 
whole object of these rules is to ensure that the Republic should store up its 
dollars in times of boom, so that it may keep up its purchases in the event of 
an American slump. 

To this end a novel reserve requirement has been inserted in the constitu- 
tion. There is, to begin with, a stipulation of the conventional gold standard 
sort : the note issue must be backed 50 per cent. by bullion or foreign exchange. 
But this kind of banality, it is maintained, does not ensure that the country 
will have sufficient exchange reserves to meet its import requirements after an 
outflow of hot money at recession time. Therefore, it is also laid down that 
the net foreign exchange resources of the country must not be allowed to fall 
below “ 30 per cent. of the average exchange requirements for imports in the 
last three years plus 60 per cent. of the increase in money supply (dem: and 
deposits plus notes) over its lowest monthly average in the last six years ”’ 
This last provision seems to suggest that the rules surrounding monetary 
issue can be looser if the nadir of the last slump haprens to have been reached 
more than six years ago. It is difficult to see the justification for this. 

One last feature of the Dominican Bank Constitution should be mentioned 
here, for it seems to be of particular interest from a British point of view. 
The Constitution lays it down that, while the net foreign exchange reserves of 
the country should normally be held in convertible—presumably dollar— 
currencies, ‘‘ they might also be held in inconvertible currencies if the balanee 
of payments position required it’’. The Dominicans have long enjoyed an 
export surplus in their trade with the Old World, owing to Britain’s purchase 
of a large part of their sugar crop. They might therefore be severely stricken 
if Britain were to discriminate against purchases in hard currency markets 
when the present sugar contracts run out. This clause looks as if it is an 
expedient to meet such a situation. In any case, the implications of this 
provision—and of any similar provisions in the constitutions of other new Latin 
American banks—deserve close study here. 

When the possibility of establishing a central bank was first mooted in 

Cuba, there were, according to Dr. Wallich, “ no lack of propositions to accom- 


plish this end . . . ranging in character from the ultra-conservative to the 
hyper-inflationary "’. The project for the Dominican Central Bank, as outlined 


above, cannot fairly be classified under either of these extreme heads. While 
the young lady in San Domingo’s Threadneedle Street is certainly not to be 
allowed to go on the loose, she should be independent enough to be able to show a 
will of her own. In view of the fact that we in Britain may soon have to reform 
the financial structure in our own colonies, we might do well to keep a learner’s 
eve on the future course of so interesting an experiment in central banking 
within the framework of a developing economy. 
C2 
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1 number of post-war bank advertising booklets have been devoted to export trade ; some of the l 
broduced in th ass ave shown here Top left pening page of a Westminster Bank b 
Foreign B ne S Top righ the covers of two booklets published by the Midland Bank 
ind | ts Scottish a ite, the Clydesdale ; both use the same cover design with its outline map 
f th vld, but in different colow hlue and buff respectively The two booklets at the foot of 
istvation ave from Llovd n left, a pictorial cover in three colours ; on right, double page opening 


from a smaller booklet in two colours (blue and black). 





Prestige and Publicity 


The Many Forms of Bank Advertising 
By Alec Davis 


OT many years ago, the Concise Oxford Dictionary defined the word 

advertisement as “public announcement (usually by placards or in 

journals) "’. To-day, even the familiar forms of advertisement are so 
diverse that a definition as concise as that could no longer be regarded as 
adequate. Bankers are among the more conservative of contemporary adver- 
tisers, yet their “ public announcements ”’ appear not only in the Press, but 
in the form of booklets, leaflets, films and exhibition displays ; indeed, posters, 
the modern equivalent of the dictionary’s “ placards’, are among the few 
advertising media they do not use. 


It must be said at the outset that, like banks’ press advertisements”, their 
other forms of advertising seldom have the direct aim of attracting new 
business, of “‘ selling the idea of a bank account to the person who is not 
already a customer. Booklets intended for this purpose are few. Among 
them the District’s What a Bank Does, though pre-war in origin, is still read- 
able ; the National Provincial’s Short Account of its Many Services is similar. 
Even shorter and more to the point are Barclays’ Personal Banking Service and 
the Westminster's booklet On Using vour Bank. 


A number of booklets publicise various functions of banks which are not 
widely understood, even among their customers ; they deal with such specialized 
subjects as documentary credits, executor and trustee business, and income- 
tax advice. These are informative publications describing specific services 
and to that extent advertising them. 


The largest group of bank booklets to-day, however, is devoted to a subject 
whose importance we are seldom allowed to forget : export trade. There are 
few banks which have not published at least one booklet or leaflet intended to 
answer some of the exporter’s queries. Such publications have a twofold 
advertising function: directly, they publicise the services the bank can offer 
to exporters ; indirectly, they provide a broader advertisement by demon- 
strating the bank’s knowledge of export atfairs—adding to its prestige and to 
the confidence which readers generally can place in it. 





Anyone who has tried to write about banking realizes that it is hard to 
deal with it in the most readable prose style—if only because its technical 


/ the . . . . . . . - 

hea phrases are sprinkled with long latinized words that drive out the spirit of good 

1 1 Ba 

: neh? * The British banks’ technique in press advertising was appraised and illustrated by Mr. 
nates Davis in a series of articles, ‘‘ Bankers in Print "’, in THE BANKER last year (see the issues for 


September, October, and November, 1947). American technique was discussed in March, 
1948,—Epb, 
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Bank re i 1 1 avied in style as th content One of the most handsome, ‘‘ Martin 
Bank Magazi vith its magnificent black-and-white picture of head office, is too rich in deta 
atisfactory reproduction here Barclavs and National Provincial covers are simpler, but ¢ 

anil } vight 1 n 


Anglo-Saxon English. Even so, one doubts whether bank advertising booklets 
are as well written as they might be. It is too easy to find such heavy humouras 


With all the wonders of modern progress, we are still no nearer the solution of th 
problem presented by the impossibility of being in two places at the same time ; 


such pretentiousness as 
The services afforded by the Bank are so varied, so extensive and of such great 
convenience to those who take advantage of them, that it is felt that their natur 
and extent shouid be more widely known ; 
or the Scroove-like tone of these far from felicitous phrases ; 
. you not unnaturally reflect upon the instances you have known or of which y 


as a result of carelessness or dishonesty on the part of a Trustee 


have heard where, 
ns have been deprived of the provision that has been made fot 


widows and orpha 
them by husbands and fathers. 
All these quotations are from booklets in current use, and no doubt all are so 
familiar to their authors as to make any detailed acknowledgment of sources 


unnecessary, even if it were desirable. 


3ecause present-day paper rationing renders production on the lavish 
scale of the 1930s impossible, most banks are inclined to speak apologetically 
of their recent booklets. Yet there is little need for apology except in the 
matter of sheer quantity—and occasional gaucheries such as those abovi 
mentioned. Shortage of paper has been accompanied by improvement rather 
than deterioration in appearance, In an industry whose main concern 1s 
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1‘ still’ from one of the first two films made by any British bank (Midland, 1947). The characters 


lepicted here ave indicative of the film's appeal to all tvpes of potential custome The popular nature 
his advertising medium is vecognized. From ** Paper Money’’, produced by Publicity Films Ltd. 


necessarily with money matters, it is good to be reminded that taste, as well 
as money, talks. The best post-war bank advertising booklets constitute such 
areminder. Though their design might be still further improved if the banks’ 
advertising consultants (who have done much to improve their press advertise- 
ments) were consulted more often, on the whole it is of a high standard. Some 
recent booklets make evident the virtue of simplicity—a virtue which in the 
nineteen-thirties was too often neglected. The best-looking booklet is not 
necessarily the largest in page-area or the thickest in bulk of pages; it is 
seldom encased in the most sumptuous cover-paper, and it is unlikely to con- 
tain large numbers of lifeless half-tones depicting branch premises designed by 
bank architects long since dead. In some recent examples, especially from 
Lloyds, the Westminster and Barclays, an unassuming style in lay-out and 
crisp typography invite the casual glancer to become an interested reader. 
They have that dignity which most bankers like to think is inseparable from 
banking, but theirs is dignity without its frequent complement of dullness. 


No notes, however sketchy, on banks’ printed advertising would give a 
true picture if they did not mention the various monthly, bi-monthly and 
quarterly reviews. Considering the too-great similarity of much bank adver- 
tising, these publications are surprisingly varied in contents and in style of 
presentation. Some combine news of stafi matters with an extensive reade rship 
among customers ; some publish long signed articles by outside authorities 
(with the usual editorial disclaimer in many cases) ; some others—notably the 
Midland’s—are written entirely within the bank’s organization. Barclays and 
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the National Provincial employ more colourful covers than other bank reviews, 
and Barclays also make good use of diagrams in colour to tell a statistical story 
or to illustrate articles. 

To what extent are these varied reviews to be regarded as advertising ? 
Not at all, if one sees advertising solely as a form of direct salesmanship ; 
entirely, if one accepts the wider implications of the word. For a bank to 
publish a successful review is to proclaim its authority ; authority is a reason 
for having confidence in it ; and confidence is almost as important to a bank 
as capital. Apart from the films made by Banking Information Service, whose 
purpose is informative and not propagandist, banks in Britain have made little 
use of the film as an advertising medium. It is costly to use, and dangerous 
if used badly ; its results are difficult to assess (though perhaps no more so 
than the results of prestige advertising in the Press). But the audiences which 
it reaches are enormous ; it is probably safe to say that there are more regular 
cinema-goers in this country than regular readers of any one newspaper OF 
magazine. The advertising film is essentially a popular medium, and the 
Midland Bank—the only British bank to make use of it so far—is undoubtedly 
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wise in its policy of aiming at real entertainment value, even going down to 
the slapstick-comedy level occasionally, with a minimum of “‘ moral ”’ in its 
screen fables. 

A possibility in film publicity, at present unexplored by banks, is the 
making of sixteen-millimetre films for showing in clubs, institutes and anywhere 
except the ordinary cinemas—for “ non-theatrical distribution ’’ in the jargon 
of the trade. The audiences reached in this way are smaller, but they are 
more selective. Should banks be selective to-day ; should they make their 
‘public announcements "’ to a specialized group or groups of people; or 
should they regard the whole population as potential customers, now the 
national income has been in some measure re-distributed ? Many people 
besides the film-makers would like to know the answer to this question. 


* 


For the growing participation of banks in public exhibitions, three causes 
can be advanced : first, the desire to be of service, through stands in the form 
of temporary branches, to customers among the exhibitors; second, the 
desire to be seen wherever one’s rivals are seen—in suburban phrase, “ keeping 
up with the Joneses "’; third, the advertisement value of exhibiting. This value 
is partly dependent on the appearance of the banks’ stands; and that is seldom 
as good as it might be. With their chaste off-white walls and potted plants, 
too many stands recall the cloquent phrase Ghastly Good Taste. 

Perhaps the most attractive of current stands are those which appear not 
indoors but outdoors, at agricultural shows and similar functions—especially 
the mobile branches now used by most of the larger banks. Usually fitted in 
caravan-type two-wheeled trailers, these branches justify their name by being 
adequately, comfortably and even luxuriously equipped—and they are still 
uncommon enough for their external appearance to attract favourable com- 
ment. Some, it is true, are more successful than others in providing a roomy 
interior without spoiling the lines of the exterior ; but none fails to effect a 
reasonable compromise between these two almost incompatible requirements. 

Reference must be made to the Clydesdale Bank’s mobile unit, which is in 
the form of a specially constructed motor van instead of the usual trailer. 
This branch, moreover, does not spend its time in the festive atmosphere of 
fairs and functions, but travels to a fixed timetable on a workaday route among 
outlying points in the Machars area of Wigtownshire “‘ for all classes of banking 
business ’’. Its purpose is more a matter of service and less of advertisement 
than the other mobile banks—but its advertising value is not reduced because 
of that. 

The conditions of its operation are probably common to many special 
branches—for example, those in ocean liners and at airports. Though it 
might be untrue to say that they are run at a loss, it must be realized that 
there is no such thing as a rigid profit-margin demanded uniformly of all 
branches, and the publicity accruing from these special branches must be 
regarded, in any assessmeut of their profitability, as having a definite cash 
value. The considerable number of press advertisements publicizing them 
may be taken as an indication that, while they undoubtedly provide a service, 
their sponsors truly regard them also as a form of prestige advertising. 











For those who travel and for those 


who trade abroad, the Westminster 


Bank provides a truly international 


banking service, through its own 
affiliations and a world-wide 
system of agents and 
correspondents 
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WESTMINSTER BANK LIMITED 


HEAD OFFICE: 41 LOTHBURY, LONDON, E.C.2 
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International Banking Review: 


Argentina 


HE Central Bank of Argentina has issued a circular stating that exchange 
TL permits for imports from the Belgian franc area will henceforward be 

subject to “ prior studv’”’ in each case. Credits already opened are 
subject to reconsideration. These steps have been taken as a sequel to the 
ruling by the National Bank of Belgium that Belgian banks were not to open 
credits for exports to Argentina except against the deposit with these banks of 
the full value in Belgian francs of the intended exports. It is presumed that 
these Belgian measures resulted from the over-drawing of the Argentine 
clearing account with Belgium. 

The decision, announced in June, to make extensive relaxation of restric- 
tions on foreign trade has been effectively reversed by a Central Bank ruling 
that in future all import permits, irrespective of the country of origin, must be 
submitted for prior study. 

High officials of the Central Bank of Argentina have paid a visit to Washing- 
ton in the hope of finding a solution for the dollar famine which is impeding 
Argentine-U.S. trade. In mid-September, Argentina appeared for the first 
time in an E.C.A. list of “ off-shore ’’ allocations. 

The report of the Argentine Institute for the Promotion of Trade (I.A.P.I.) 
tor 1947, the first year of its life, shows that produce marketed had a value of 
around 5,000 million pesos. Profits amounted to 1,238 million pesos. 

Large sums are stated to have been devoted to the payment of compen- 
sation and subsidies to producers, workers and consumers. The Institute 
carried out important operations for the Government and made important 
contributions towards the cost of purchasing foreign-owned utilities in 
Argentina. 

Australia 


Agreement has been reached with the British Ministry of Food for the 
purchase by the United Kingdom of Australia’s whole exportable surpluses 
of butter and cheese from production up to June 30, 1955, apart from small 
annual quantities for certain agreed markets elsewhere. The agreement 
provides for an annual review of prices and allows for a maximum variation 
of 73 per cent. above or below the price for the preceding season. 

A gift of {A 10 millions to the United Kingdom was included in the Austra- 
lian Budget proposals. Mr. Chifley described the donation as having been 
made possible by the increase in Australia’s London funds, thanks to the 
favourable balance of payments for the past year. 

The six State Governments agreed upon a list of 30,000 items to be released 
from price control with the relinquishment of Commonwealth controls as 
from September 20. The list covered about 60 per cent. of the goods con- 
trolled by the Commonwealth, but left some 20,000 subject to control. 

Budget estimates for 1948-49 provided for a surplus on the basis of existing 
taxation of {A 29 millions. Tax concessions have been made at a total cost 
of £{A’ 20 millions this year; they include reductions in rates of income tax 


* Other current international banking news is discussed in ‘‘A Banker’s Diary’, on pages 1-6 
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and social service contributions and in the flat rate of company tax, which 
has been cut from 6s. to 5s. in the pound. Sales’ taxes have been removed 
from a number of items. 







Belgium 

Shareholders of the National Bank of Belgium have now approved the 
Government’s proposals to bring the bank under State supervision. The 
Governor of the bank has pointed out that the shareholders’ rights to participate 
in the bank’s reserves are not affected by the change in its constitution. 


China 

The Government has announced plans for an issue of gold yuan bonds to 
a value equivalent to U.S. $523 millions to replace earlier bond issues made in 
British and American currencies. The new bonds will carry a rate of interest 
of $ per cent. The issues to be replaced were made at various dates from 
1938 onwards. 
















Eire 

The report of the Central Bank of Ireland states that in view of the existing 
world situation a loan of the type it is proposed that Eire should receive under 
the Marshall Aid programme is a “ gamble’”’ on uncertain future exchange 
relations between the Irish pound, the pound sterling and the American dollar. 
It is suggested that the chronic deficit position of the Irish balance of payments 
with the United States precludes any easy assumption that Eire is likely to 
be in a position within a measurable period to find dollars to cover the service 
of the loan. 

The main causes of the deterioration in Eire’s overseas payments are said 
by the report to be the increases in wages and a diminishing and inadequate 
propensity to save which js resulting in a disproportionate expenditure upon 
consumption goods. The report emphasizes that the disequilibrium in Eire’s 
external payments cannot be regarded as a temporary phenomenon and urges 
drastic action to correct the unbalance in payments, particularly in relation 
to areas with which Eire has a chronic deficit. 






















French Indo-China 

The French National Assembly has passed two measures of which one 
terminates the note-issuing privilege of the Banque de 1|’Indo-Chine and the 
other creates a new public issuing institution. The bank will be able to con- 
tinue its other financial operations, but henceforth a representative of the 
Board. 









Government may sit on the 








Germany 







It has been announced that owners of non-German currencies and securities 
in the three Western zones whi ch had been blocked by the Military Government 
may now claim title to their holdings. This decision does not apply to owners 






of German nationality except re hon ‘es who were resident abroad during the 
war. Recognition of title will allow the eventual removal of the holdings from 
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Discussions on the unfreezing of existing foreign investments in Germany 
and on steps to encourage a new inflow of foreign capital have been proceeding 
between the Military Government and financial experts. The object of any 
measures that might be taken would be to produce a net inflow of foreign 
funds to remedy the present extreme shortage of funds for financing capital 
outlay. 


India 


The bill bringing the Reserve Bank under national ownership has been 
passed by the Indian Parliament and the Government has announced that it 
is intended to make the change-over on January I next. The nationalization 
of the bank is not expected to have any discernible effects in practice upon 
the existing banking and financial structure in India. 

The Prime Minister has stated that the Government has no intention of 
devaluing the currency, of freezing bank deposits or of carrying out a note purge. 
According to Mr. Nehru, the recent rush to buy gold and to exchange Rs. 100 
notes for notes of smaller denominations resulted from “ entirely unfounded 
rumours ”’ that the Government was going to take drastic action to contend 
with the inflationary situation. He indicated that it would be a little time 
before the Government reached decisions on this matter. 

In the first half of this year, the wholesale price index showed an increase 
of about 20 per cent., compared with a rise of only 6 per cent. in the whole of 
1947. Other indications of the inflationary trend have been pressure for 
increased wages and a rise in the note circulation. 


Peru 


The International Monetary Fund has sanctioned a scheme submitted by 


‘ 


the Peruvian Government for the “ restoration’’ of the country’s overseas 
payments position. The proposals include measures to reduce the foreign 
exchange deficit and plans to secure funds for the repayment of the Government 
Debt to the Central Bank and for the avoidance of inflationary borrowing in 
future. The effective exchange rate for exporters is to be raised with the 
object of stimulating exports, while the demand for foreign exchange is to be 
discouraged by placing a surcharge on imports of less essential goods. 


South Africa 


The Finance Minister has denied that there has been a deterioration in the 
gold reserve position since Dr. De Kock, the Reserve Bank governor, surveyed 
the situation at the end of July. He declared that the Government’s policy 
was to hold out as long as possible without imposing controls. The Govern- 
ment would regard a loan from the United States as a suitable alternative to 
imposing economic controls if the position further deteriorated, but it had not 
initiated negotiations for such a credit. 

The Minister of Mines has stated that it is not part of the Government's 
policy to nationalize the gold mines, but has explained that there must be a 
“central idea’’ in the further exploitation of the Union’s gold resources— 
with due regard to the fact that the industry forms a vital part of the Union's 
economic structure. 
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United States 


A detailed study of international transactions for 1946-47 undertaken by 
the U.S. Department of Commerce shows that U.S. Government and private 
investment abroad, including subscriptions to the World Bank and the Inter- 
national Monetary Fund, increased in 1947 by $8,100 millions to $28,800 
millions. Of the total, $16,700 millions was represented by private investment 
and the balance by Government credits. Foreign investments in the United 
States in 1947, at $16,500 millions, showed little change from the previous 
year. 
Of the year’s increase in U.S. investment overseas, $7,000 millions was 
accounted for by Governmental operations, including subscriptions to the 
Bretton Woods institutions and the loan to Britain. U.S. private investment 
last year, at $1,100 millions, was at its highest level since 1928. 

The Federal Reserve Board, in a new step to restrain inflationary expansion, 
has raised the reserve requirements of member banks. Banks are required to 
set aside an additional 2 per cent. of money deposited with them in cheque 
accounts. Against fixed deposits the additional amount is 1} per cent. It is 
estimated that the effect of this measure will be to force banks to hand over 
to the Federal Reserve $1,900 millions which would otherwise have been 
available to form the basis for bank loans to a total value of up to $12,000 
millions. But a substantial proportion of the funds is likely to be financed by 
sales of Government securities to the authorities by the member banks, thereby 
minimizing the disinflationary eftects of the changes. 


Uruguay 
The Uruguayan National Bank has fixed new official ‘‘ free market ’’ rates 
of 2.31 pesos against the U.S. dollar and 9.306 pesos against sterling, compared 
with 1.89 and 7.655 respectively previously. The ‘“ free market ” rates apply 
only to capital transfers and financial remittances; rates for imports and 
exports have not been altered. Uruguay’s action is therefore in line with that 
taken by the Argentine Government a short time ago. 





Appointments and Retirements 


Barclays Bank (D., C. and O.)—Mr. H. Entwistle to be a general manager in South Africa, 
on retirement of Mr. M. W. J. Bull. Mr. S. M. Pechey to be an assistant general manager in 
South Africa. 

Clydesdale Bank—Beith: Mr. Ian A. Sim, from Dumfries, to be manager on retirement of 
Mr. Wm. Deas. Leith Walk, Edinburgh : Mr. P. M. Brown to be manager in succession to the late 
Mr. B. Baxter. Parkhead, Glasgow: Mr. John Johnston, from Tollcross, Glasgow, to be joint 
manager. Tollcross, Glasgow: Mr. H. R. Claxton, from Coatbridge, to be manager. Kinross : 
Mr. T. L. R. Silver to be manager on retirement of Mr. J. MacDonald. Perth: Mr. W. H. 
MacDougall to be sole manager in succession to the late Mr. Wm. Munro. 

Commercial Bank of Scotland—Mr. J. C. M. Campbell and Mr. W. Millar, to be joint managers 
of the London (Chief) Office, on retirement of Mr. J. W. Alston. London, Chief Office : Mr. R. 
Watt to be accountant on retirement of Mr. T. Allan. Mr. J. G. Robertson, of the Staff Dept., 
to be staff manager. Glasgow, Chief Office: Mr. J. A. M. Primrose to be manager. Mr. A. D. 
Mackay to be assistant manager. Mr. J. B. Murray, from the Securities Dept., to be accountant. 
Mr. A. P. Strachan to be head of the Securities Dept. 

District Bank—Nuneaton : Mr. K. B. Mackenzie to be manager. Southport, 423-5 Lord Street: 
Mr. W. Lightfoot, from Nuneaton, to be manager. 
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Lloyds Bank—Head Office : Advance Dept. : Mr. M. H. B. Rumbold, from Shirley, Southampton, 
Mr. F. A. Last, from Salisbury, and Mr. J. S. Lewis, from Melksham, to be controllers. Chief 
Inspector's Dept. : Mr. S. V. Barker, from Fenton, and Mr. R. J. Dauncey, from Fratton Bridge, 
Portsmouth, to be inspectors. Mr. E. S. Tibbetts, of the inspection staff, to be an inspector (Eastern 
branches). Diustrict Office—Salisbury : Mr. E. R. Ling, from Salisbury, to be district manager’s 
assistant. South Wales: Mr. S. R. Evans, from Aberystwyth, to be district manager’s assistant. 
City Office, E.C. : Mr. W. H. James, principal, Issue dept. ; Mr. D. V. Seeman, principal, Securities 
dept.; Mr. A. E. C. Needle, accountant. Aberystwyth : Mr. W. A. Jones, from Blackwood, to be 
manager. Alresford : Mr. T. H. Hill, from Avenue, Southampton, to be manager on retirement of 
Mr. L. W. Symonds. Annfield Plain: Mr. T. J. Cann has retired after 42 years’ service. Bays- 
water, W.: Mr. J. C. F. Delooze, from Harlesden, N.W., to be manager on retirement of Mr. A. C. 
Peace. Blackwood (also Newbridge) : Mr. E. L. Thomas, from Pengam, to be manager. Burton-on- 
Trent : Mr. B. C. Hempseed, of the inspection staff, to be sub-manager. Edgbaston, Birmingham : 
Mr. R. H. Hopkins, from Stafford, to be manager on retirement of Mr. C. Ray. Fenton : Mr. H. K. 
Law, from Coventry, to be manager. Fratton Bridge, Portsmouth: Mr. E. E. Seager, from North 
End, Portsmouth, to be manager. Grey Street, Newcastle-upon-Tyne: Mr. J. B. Allan, M.A., 
from Ross-on-Wye, to be assistant manager on retirement, at the end of February, 1949, of 
Mr. J. A. Flint, deputy manager. Hanwell, W. : Mr. H. Wotton to be manager. Harlesden, N.W. : 
Mr. R. H. Finlayson, from Covent Garden, W.C., to be manager. Leominster: Mr. H. R. W. 
Halliday, from Bromyard, to be manager on retirement of Mr. H. S. Partington. Newport, Mon. : 
Mr. W. R. Bazley, from the District office, South Wales, to be manager. Quayside, Newcastle-upon- 
Tyne : Mr. H. Robson, M.A., assistant manager, to be manager on retirement of Mr. J. Briggs. 
Ross-on-Wye : Mr. T. W. B. Tranter, from Burton-on-Trent, to be manager. St. Mary’s, Isles of 
Scilly ;: Mr. L. G. Harvey to be manager. Shirley, Southampton : Mr. D. A. West, from Emsworth, 
to be manager. Southend-on-Sea : Mr. J. H. Hancock, of the inspection staff, to be sub-manager. 
South Kensington, S.W.: Mr. H. L. Turner, from Mill Hill, N.W., to be manager on retirement of 
Mr. F. D. Heppell. Stafford: Mr. C. E. McCully, from Chester, to be sub-manager. Stirchley, 
Birmingham : Mr. J. T. Edmonds, from Wylde Green, Birmingham, to be manager on retirement 
of Mr. H. G. Topliss. Tavistock : Mr. V. E. S. Ward, from Wincanton, to be manager on retire- 
ment of Mr. C. B. Lacey. Wellington, Somerset : Mr. R. M. Faull, from Swindon, to be manager on 
retirement of Mr. B. L. Haddon. 

Martins Bank—Guildford : Mr. R. G. Reekie, from Oxford, to be manager. Newcastle, Staffs. : 
Mr. F. J. Mitchell, from Hanley, to be manager of this new branch. Southampton : Mr. C. H. 
Parker, from Guildford, to be manager on retirement of Mr. J. Tennant. 

Midiand Bank—London—South Ealing : Mr. J. A. Britt, of New Bond Street, to be manager on 
retirement of Mr. J. S. Bicknell; East Dulwich: Mr. P. Allen-Williams to be manager; 255 
Kensington High Street: Mr. H. E. Collier, of East Dulwich, to be manager; Craven Road, 
Paddington : Mr. G. M. R. Hands, of 255 Kensington High Street, to be manager on retirement 
of Mr. W. H. Thomas. Birmingham (Foreign Branch) : Mr. E. J. Turner to be assistant manager. 
Bideford : Mr. C. G. Hurman, of Corn Street, Bristol, to be manager. Blaenau Festiniog : Mr. 
H. Williams, of Llanrwst, to be manager. Cardiff, Queen Street : Mr. A. T. Abley, of Bideford, to 
be manager on retirement of Mr. D. L. Davies. Crewkerne : Mr. H. G. A. Hearn to be manager 
of this branch, formerly under the same management as Yeovil. Lianrhaiady : Mr. D. M. Peate, 
of Oswestry, to be manager. Portslade and West Hove: Mr. R. W. Dodsworth to be manager of 
this branch, formerly under the same management as Portland Road, Hove. Puwilheli: Mr. I. 
Jones, of Blaenau Festiniog, to be manager on retirement of Mr. W. W. Williams. Ruthin : 
Mr. G. I. Jones, of Llanrhaiadr, to be manager on retirement of Mr. E. Roberts. 

National Bank of Scotland—Head Office: Mr. R. Allan, B.L., inspector of branches, to be 
law secretary, on retirement of Mr. T. Chalmers. Dingwall: Mr. A. Macdonald, from Ullapool, 
to be manager on retirement of Mr. J. L. Munro. Edinburgh, Bruntsfield and Morningside : Mr. 
W. H. Maxwell, manager, has retired and branches will be continued under separate managers. 
Bruntsfield has been placed under the managership of Mr. W. R. Cowan and Morningside under 
Mr. R. M. Donaldson. Ullapool : Mr. R. McKenzie, from Dingwall, to be manager. St. Andrews : 
Mr. J. C. Bell, from Oban, to be joint manager in association with Mr. A. Gilchrist, at present 
sole manager. Oban: Mr. A. Fleming, from St. Andrews, to be accountant. 

Union Bank of Scotland—Mr. John S. Abbott, J.P., and Mr. John M. Ross, F.F.A., have been 
appointed ordinary directors. Glasgow—Blythswood : Mr. A. Sweet, from Mount Florida, Glas- 
gow, to be manager on retirement of Mr. R. Shedden ; Jbrox : Mr. A. Fraser, from Ingram Street, 
Glasgow, to be manager in succession to the late Mr. A. I. D. Proctor. 


Industrial and Commercial Finance Corporation Ltd. 

Mr. J. B. Kinross, formerly assistant general manager, has been appointed general manager 
in succession to Mr. J. H. Lawrie, who has accepted an appointment in connexion with Govern- 
ment finance for the film industry. Mr. Kinross, who joined the Corporation in 1945, has had a 
wide experience, dating from 1929, of new issue and investment business. 
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8. Exports and re-exports (f.o.b.) i Ks tee 890 1,102 
9. Shipping ‘i i .. 100 160 201 
10. Interest, profits and dividends ‘id = .. 205 155 152 
11. Travel .. 9 a Ps “e a * 28 12 19 
2. Other (net) a si ‘ia oe x an 72 72 3 





938 1,289 1,477 
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14. SURPLUS (+) or DEFICIT (-) on CURRENT 









ACCOUNT .. ve Pa ae ee <x = — 370 — 630 
Of which: Visible trade as we .. ~ 302 — 202 — 438 
Invisible 3 oe os ..+ 232 — 168 — 192 







Drain on Gold and Dollar Resources 



























(Tables extracted from Cmd. 7520: see ‘‘A Banker’s Diary,’’ page 1) 
U.K. Overseas Transactions on Current Account 
(£ m.) 
1948 
First Half 
Payments 1938 1946 1947 Provisional 
r. Imports (f.o.b.) : 

(a) Food and feeding stuffs ae re a -— 553 739 427 
(b) Raw materials aa mr ha Ae = 342 525 309 
(c) Tobacco ‘ - ‘i ai oF _- 71 30 14 
(d) Petroleum (civil) sa ay ss = 54 71 59 
(e) Manufactures and other imports ; a —- 72 175 78 
Total imports .. ~ + is . 8 1,092 1,540 887 

2. Government overseas expenditure : 
(a) Military ia _- 379 198 76 
Less war disposals and settlements - — — 152 — 121 — 56 
(b) Relief and rehabilitation .. ar .- — 110 60 9 
(c) Germany we a _ 40 80 12 
(d) Administrative, ‘diplomatic, ete. is —- 35 36 21 
(e) Other Government (net) e< — — 121 — 46 - 5 
Total Government overseas expenditure (net) 16 291 207 57 
3. Shipping _ » a 80 139 171 84 
4. Interest, profits and dividends wi << bs 30 80 102 59 
5. Films (net)... ie we x aa oe 7 17 14 7 

. Travel a ie aa aia : 40 40 73 
















— 140 
— 156 


+ 16 








Drawn on: (£ m.) 
Total Decrease —————— _—————_—— 
net in gold Inter- South 
drain and national African Receipts 
on dollar U.S. Canadian Monetary Gold under 
resources holdings Credit Credit Fund Loan E.R.P. 
1940 
January—June oa 80 44 — 36 — —~ — 
July-December << — —- 96 149 94 a= —- — 
Total ia -- 226 — 52 149 130 —— — — 
1947 
January—March i: ae 78 124 25 — — — 
April-June a .< 2a - 7 236 13 _- _ — 
July-September .. 38! 7 323 37 15 -- 
October-December .. 174 75 25 30 45 - — 
Total wa .. 1,024 152 707 105 60 — -- 
1945 
January-March ss | ae — 40 74 Ir 22 80 -— 
April-June... i ae 79 = 2 4 —- 22 
Total P 254 6 22 











U.K. Overseas Transactions on Capital Account 


1948 I, Net change in gold and dollar 
st Half resources. 
visional A. On United Kingdom account : 
1. Deficit with Dollar Area ° 
427 2. Gold and dollar subscriptions to 
International Monetary Fund 
B. On Rest of Sterling Area account : 
3. Deficit with Dollar Area 
4. Gold and dollar subscriptions to 
International mama Fund 
and Bank 
5. Purchases of new gold from 
Sterling Area .. 
C. On Whole Sterling Area oak: 
6. Net gold and dollar receipts 
from or payments to other 
countries, etc. ai sic 
7. Total change in gold and 
resources a7 - 


II. Net change in United Kingdom 
external capital assets and 
other capital transactions. 

A. Non-Sterling Area : 

8. Gold and dollar subscriptions to 
International Monetary Fund 
and Bank Ne 

9. Repayment of U.S. and Canadian 
loans .. 

10. Sales and redemptions. of US. 
and Canadian securities (net) 
11. Other capital transactions 
B. Rest of Sterling Area : 


12. Australian and New Zealand 
gifts ne 

13. Other capital transactions 

14. Total change in capital assets 
etc. ine oy a 


III. Net change in sterling balances. 


arp) ts 7 : : : 
— A. 15. Non-Sterling Area Countries .. 

E.R.P. B. 16. Sterling Area Countries 
Total change in sterling 


balances 


IV. Summary. 
18. Net drain on United Kingdom 
gold and dollar resources : 
. Net decrease in United Kingdom 
external capital assets, etc. .. 
. Net increase in sterling balances 


21. Total Overseas Disinvestment 


(£ m.) 


1948 
First Half 
1947 Provisional 


— 186 


























FINANCIAL 
ADVANTAGE 


It is difficult at the present time, 
to find investments which offer the 
advantages of a high degree of 
convenience, with a good return 
in interest. 


PRIVATE INVESTMENTS 
The Co-operative Permanent 
Building Society can accept invest- 
ments up to £5,000. Interest is 
paid at the rate of 2% per annum 
with the Society meeting the 
liability for income tax—a yield 
equal to £3.12.9 where tax at the 
full standard rate has to be paid. 
Invested monies are secured by 
first mortgages mainly on private 
houses: capital suffers no fluctua- 
tion in value and is released on 
reasonable notice. 

This service is of value to private 
investors, and to professional men 
who have the responsibility of 


advising their clients on financial 

matters The Easy Way 
COMPANY INVESTMENTS | 
Facilities are available also for the TO INVEST MONEY 


investment of Company funds on 
advantageous terms in the form of ; : 
a for —s periods Buy National Savings Certificates the 
according to mutual agreement. oe. . . oe 
The limit of £5,000 does not apply Bank way it is simple, automatic and with 
in such cases. out any additional charge to you. You just 
An invitation to write for details (| | sign the special Banker’s Order form whici 


is extended to all desirous of ; “eee 
investigating the investment ser- your Bank Manager can now give aes 
vices provided by pod pew _It authorising either a single purchase 0: 
may prove helpful and interesting a mane See” 
con Retin Gene all ce Saat, ea National Savings Certificates, or a regular 
a copy of our latest balance sheet [f | monthly investment. That is all you have to 
sadily available for refere ‘ , 
——— do—and with a stroke of the pen you wil 


purposes. 
| have helped to secure your own future, and 


CO-OPERATIVE |} =" mr 


You can now hold 1,000 10/- units of the 


PERMANENT | | new Certificate, and in ten years this £500 
We Sa LY 1 will have grown to £650 free of tax. Secure 
; 14" IY | for yourself this profitable gilt-edged invest- 
Bl ILDING SOCIET Y |q | ment by calling on your Bank Manager. 


NEW OXFORD HOUSE, LONDON, W.C.1 
Telephone: Holborn 2302 


CITY OFFICE: 50 CANNON ST., E.C.4 | SAVE —The Bank Way 


Telephone: City 1161 


y | a 


- "y pedals 




















Issued by the National Savings Committee 
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Banking Statistics 


National Savings 
(£ millions) 
Savings Savings 
Certi- Defence Savings Certi- Defence Savings 


ficates Bonds Banks Total ficates Bonds Banks Total 


(net) (net) (net){{ Small (met) (net) (net)t{ Sma 
34-9 18.9 69.6 123.4 1947 April .. 27. 2. 29. 
May .. 13. %. 
172. June.. - 16. 
117. July .. 15. 
142. Aug. .. 2. 
202. Sept. .. 4. 
Gt. .. 2. 
195. Nov. .. Ir. 
133- Dec. - 
47- 
” 1948 Jan. .. 
87. Feb. .. 
17. Mar. 
- 19. 2. 14. April .. 
— 25. 17. 8. | May 
| June .. 
- 29.9 54-0 54-1 | July 
— 31.2 13.7 — 19.8 ae, 5s. <= 
tIncluding Release Benefit Accounts from July, 


44-3. «i190. 108. 
28.1 18. 7. 
3.2 3m. 99. 

2 48. 76. 


Se Le 


02. 120. 
95. 36. 
13 35. 
17. II. 
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41. 
22. 
oO. 
$i 
13. 
Io. 
22. 
8. 


20. 27% 
- 3. 19. 
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Treasury Deposit Receipts 
48 Net New 948 Net New 


li 
6 


Wo Md ands 


ANOCOKCWOW 


19 I 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 


Feb. a _ 55. 


- $5.0 May 29 « 258 2s 15.0 
60.0 98. 


- 38.0 June 5 .. 70.0 37.0 33-0 
- ~ + 3 ss CGO eas 13.5 
39-5 +» 10 .. Se.0® G6e.6 20.0 


20.0 bs Pp : 
6 «. SOOT 2. ; 
ig 50.0f 20.03 30.08 


ee July 3  .. 20.0 51.08 — 31.08 

50.0 s @ 1s GES FHS - 38.5 

219. 35.5 ~ 

106. 14.0 Aug. — — — 
21.0 9-0 Aug, 21 i See Shs II.§ 


” . —_ 35. 
Mar. «s 360.0 10%. 
120.0 140. 
100.0 90. 
o 680. 

200.0 

255.0 

120.0 

30.0 
_ 3.0 - 3.0 - ZS ae — — - 
— -— =: Sept. 4 .. 150.0% 135.5 14. 
20.0 40.0 - 20.0 It .. 80.05 105:0 5. 


150. 


CUceoeoouwmeoo 


5 
» ° 
— = 60.0 24.5 35-5 » © «+ £20.03 1220:0 — 
* Of which £60 inn. at 7 months. + Of which £30 mn. at 7 months, § Unofficial figure. 
t At 5 months. 
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Floating Debt 
Sept. 12, Aug. 20, 

1947 1948 

Ways and Means Advances : £m. {m. 
Bank of England as a 4.3 6.8 
Public Departments nF a 357-1 280.1 

Treasury Bills : 

Tender .. i ‘a .. 2190.0 2210.0 
Tap ” ts a .. 2499.9 2398.0 
Treasury deposit receipts .. .. 1296.5 1441.0 


6347-7 6335-9 
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to utilise almost the entire profit towards 
the writing off of all the bad debts and other 
losses apprehended in West Pakistan. 


THE PUNJAB NATIONAL 
BANK LIMITED 


20.9 
z0o0.o0 


It will be noticed that for the purposes of 
estimating the market value of our assets in 
West Pakistan we have taken a very low 
figure of 25 per cent. of the pre-partition 
value of immovable property mortgaged in 
the West Punjab and only 5 per cent. of the 
value of the immovable property of our 
debtors, to whom loans were advanced on 
personal security. 


371,106 
1,380,896 


CHAIRMAN’S REVIEW OF A DIFFICULT 
YEAR’S TRADING 


STRONG LIQUID POSITION 


new post-war series 


362,773| 26.9 
,351,021 | 100.0 


Coming to the assets side you will find that 
the figures indicate a strong liquid position. 
The assets in cash, bank balances and invest- 
ments amount in the aggregate to Rs. 39.56 
crores equivalent to 66.4 per cent. of our total 
liabilities to the public by way of deposits. 
The market value of our investments is 
greater than the balance sheet figure by 
Rs. 53,48,906-8-8. 


general meeting of this bank was held on 
August 7 in Delhi, Mr. Yodhraj (chairman 
and general manager) presiding. 


ation in 


Ts one hundred and first ordinary 


,014|I00.o}1 


355,435| 27-2 


The chairman, in the course of his speech, 
said: As the biggest bank in North-West India, 


100.0] 1,307 
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333,480 
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39,549 
848,307 | 100.0 
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24. Vther hnancial .. 
25. Personal and Pro 


having as many as 32 per cent. of our offices 
in this area, we could not be expected to come 
out unscathed, through the dislocation con- 
sequent on partition. Like individuals, the 
joint stock companies owned by Hindus and 
Sikhs also became ‘“‘refugees’’. The banks 
in icular were in special difficulty because 
while they made Herculean efforts to transfer 
their liabilities to the other Dominion in 
order to safeguard the interests of their 
depositors and at great expense to them, 
they could not and were not given facilities 
to have their assets transferred. 


It was only when the back of the refugee 
problem was broken and inter-Dominion talks 
at Government level resumed that it became 
possible for us to organise a systematic salvage 
of our assets in West Punjab and removal of 
essential records from the mofussil branches 
which were no longer functioning to our main 
office in the West Punjab, 47 The Mall, Lahore. 
Under inter-Dominion agreement the Pakistan 
Government, I am glad to say, is giving all 
help to our men in this task. 


PROFIT AND ALLOCATION 


Our profit for the year ended December 31, 
1947, including Rs. 1,04,111-——13—3 brought 
forward from last year, after payment of 
bonus of Rs. 6,70,493-11-6, to the staff, is 
Rs. 64,31,892/8/11._ This compares very 
favourably with our profits during the past 
three years. 


The board of directors, keeping in view 
the interests of the shareholders, have decided 


Considering the upheavals in the country 
it is surprising that we have been able to 
produce such a good balance sheet and I hope 
you will agree with me that the results of the 
last year are very satisfactory. 


POSITION IN INDIA 

India is like a huge slumbering giant that 
has lain in sleep of slavery and dependence 
for centuries. It has got the freedom now but 
it is yet to wake up to the full realization of 
what freedom means. The lesson that liberty 
does not mean licence and that it affords 
privileges as well as imposes obligations is 
yet to be assimilated. Above this crowd of 
people, towering like a giant, stands Nehru. 
What he sorely needs is a team of practical 
men experienced in business, tactful but firm 
and not lacking in adroitness in financial 
matters. He is fortunate in having one such 
deputy, Vallabhai Patel, whose astounding 
achievements in consolidating and unifying 
India are unparalleled in India’s troubled 
history. Where the Moghuls and the British 
failed, Patel has succeeded. And once more 
we see the spectacle of a united India striding 
forth in world history as a nation whose people 
and princes are again indissolubly linked 
together in one common destiny. 


INFLATION PROBLEM—PRODUCTION 


The crux of India’s inflation problem to 
which our leaders must turn their attention 
is the deterioration in production. India made 
a supreme effort during the war period to 
expand her production and though the pace 
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of this production was much slower than the 
pace of currency inflation, a notable achieve- 
ment, however, was the result. The advantage 
gained during the war has, however, been 
steadily lost in the post-war period. In 1946 
industry lost more than 12 million man-days 
due to labour disputes and the figure rose to 
over 17 million in 1947—a rise of over 30 per 
cent. There is yet no end to the decline in 
production and the situation is deteriorating 
every day. In these circumstances to talk of 
India’s glorious future or, what is more 
fashionable, to talk of India’s rich economic 
potential and conjure up visions of a great 
Indian State looks rather ironical. What is 
required is patient efforts in building up of 
capital largely at the expense of consumption, 
in providing incentive to private industry to 
make an all round effort and in Government 
giving help to private entrepreneurs. 


CURRENCY 


Production is only one side of the picture of 
inflation. The other side is that of currency. 
The first six months of the year 1948 have 
recorded an increase in total note issue of 
Rs. 80 crores and an increase of Rs. 140 crores 
in notes in circulation since September, 1947. 
A part of the increase in total circulation may 
be due to the need for providing more currency 
under the policy of decontrol. Large increases 
of wages given to labour also require more 


currency. But the additions to currency have 
been made at a time when production has 
fallen by one-third, foreign trade has shrunk 
to half its former quantum and a considerable 
part of the country has been surgically cut 
away from the main body. 


NEED FOR SUBORDINATION OF 
PRIVATE TO NATIONAL INTERESTS 


India is passing through difficult times. It 
may have to face many more difficult pro 
blems on the national as well as international 
front before it emerges victorious from the 
ordeal. But we should remember that durj 
the last Great War, England had to go 
through an ordeal which was many times 
more terrible than the ordeal through which 
the Government of India is passing in these 
days of transition from an _ economi 
dependent to an independent status. But 
whereas England in her worst days of blitz 
never neglected her home front or ‘‘ economics” 
for the sake of “ politics’’, we, on the other 
hand, are engrossed more in politics than in 
economics. Parties and individuals are more 
bent upon securing for themselves a position 
of vantage in the new set up of things than 
in looking after the interests of the country 
as a whole. This danger must be avoided 
at all costs. We must learn to subordinate 
individual or sectional interests to national 
interests. 


THE ENGLISH, SCOTTISH & AUSTRALIAN BANK 


LIMITED. 


mead orrice—5 Gracechurch Street, London, E.C.3 
and many Branches and heen hariengee Australia 


SUBSCRIBED CAPITAL .. 
PAID-UP CAPITAL 


FURTHER LIABILITY OF PROPRIETORS 


RESERVE FUND 
With its widespread connections, this Bank 


£5,000,000 
23,000,000 
£2,000 ,000 
£1,815,000 


ae every y facility for the conduct of all 


classes of Banking and Exchange business with Australia. 


J. A. CLEZY, London Manager and Secrdary. 





THE BANK OF ADELAIDE 


(1ncorporated, with limited liability, in Australia) 


Established 1865 


THE BANK OF ADELAIDE welcomes enquiries regarding business 
(commercial or personal) with Australia. 
Banking business of all kinds transacted. 


Principal Offices in Australia : 
Sydney. 


Adelaide, 


Brisbane, Melbourne, Perth, 


London Office: 11 LEADENHALL STREET, E.C.3 
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